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Section 100—Introduction

INTRODUCTION 100
PURPOSE OF THE AUDIT GUIDE 110

The State Controller’s Sandards and Procedures for Audits of California K-12 Local Educational Agencies (audit
guide) is designed to assist certified public accountants and public accountants in performing audits of K-12 local
educational agencies (LEAS) and certain joint powers entities (JPES). (Applicable JPEs are defined in Section 140.)
It offers general insight into the nature and scope of the audit engagements, provides guidelines for the
administration of the audits, and identifies the minimum audit and reporting requirements necessary to comply with
statutory requirements. It is not intended to be a complete manual of procedures, nor is it intended to supplant the
auditor’s judgment.

This audit guide may also prove useful to LEAS and JPES' in compiling the financial and statistical information
required in their annual audit reports.

AUDIT OBJECTIVES 120
The general objectives of each audit are to determine whether:

« The financia statements are presented fairly in al material respects in conformity with generally accepted
accounting principles;

« Thereiseffective control over and proper accounting for revenues, expenditures, assets, and liabilities;

« State and federal financial reports and claims for advances or reimbursements contain accurate and reliable
financial data and are presented in accordance with the terms of applicable agreements; and

« State and federal funds are being expended in accordance with the terms of applicable agreements and those
provisions of law or regulations that could have a material effect on the financial statements or on the major
programs tested.

BACKGROUND 130

Senate Bill 1379 became law on June 29, 1984 (Chapter 268, Statutes of 1984). This bill added Chapter 3
(commencing with Section 14500) to Part 9, Division 1 of Title 1 of the Education Code. Commencing with fiscal
year (FY) 1984-85, the enactment of SB 1379 established the State Controller as the primary oversight agency for
monitoring audits of K-12 school districts and the offices of county superintendents of schools.

The key responsibilities of the State Controller are identified in the following excerpts from the chaptered version of
SB 1379, with the appropriate Education Code references:

« Itistheintent of the Legislature in enacting this chapter to promote accountability over public education funding
by establishing a new program to review and report on financial and compliance audits of school districts and the
offices of county superintendents of schools. It is further the intent of the Legidature that the Controller shall
have the primary responsibility for implementing and overseeing the program (Education Code Section 14500).

' Throughout the remaining sections of the audit guide, “entity” will be used to reference LEAs and JPEs when both are
applicable.
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BACKGROUND (continued) 130

« The Controller, in consultation with the Department of Finance and the Department of Education, shall develop a
plan to review and report on financial and compliance audits. The plan shall commence with FY 1984-85 for
audits of school districts and the offices of county superintendents of schools (Education Code Section 14502).

« The Controller, in consultation with the Department of Finance, the Department of Education, a representative of
the county offices of education, and representatives of the California Society of Certified Public Accountants,
shall prescribe the statements and other information to be included in the audit reports filed with the state and
shall develop an audit guide to carry out the purposes of this chapter (Education Code Section 14502).

« In order to determine the practicability and effectiveness of the audits and audit guide, the Controller shall, on an
annual basis, review and monitor the audit reports performed by independent auditors. The Controller shall
determine whether audit reports are in conformance with reporting provisions of the audit guide and shall provide
notification to each school district, office of the county superintendent of schools, the Superintendent of Public
Instruction, and the auditor regarding each determination (Education Code Section 14504).

JOINT POWERSENTITIES 140
Education Code Section 41023 generally requires that any agency organized under a joint powers agreement, the
parties of which consist solely of school districts and county offices of education, be subject to the same
requirements (including auditing requirements) applicable to LEAS.

This section does not apply to joint powers agreements for:

» Health and welfare benefits for employees;

« School district property insurance;

« Any liability insurance; and

» Workers compensation.

AUDIT GUIDE REVISIONS 150
Revisions to this audit guide will be made as experience suggests ways to improve accountability, or changes in

statutes and regulations require procedural updates. Suggestions are encouraged and should be addressed to the State
Controller’s Office along with any other questions or correspondence concerning the audit guide.
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Section 200—Audit Administration

AUDIT ADMINISTRATION 200
ARRANGEMENT FOR AUDIT 210

The governing board of each entity is required to provide for an audit or arrange with the county superintendent of
schoolsto provide for an audit on an annual basis.

Each county superintendent of schools must make audit arrangements for an audit of al funds under his or her
jurisdiction by May 1 of each fiscal year. Each school district and JPE must make its audit arrangements by April 1
of each fiscal year. In the event the governing board of a school district or JPE has not provided for an audit by
April 1, the county superintendent of schools shall do so by May 1 (Education Code Section 41020).

Audit Arrangements
Governing Board County Superintendent

April 1 May 1

The State Controller shall make arrangements for audit if no other satisfactory arrangements are made. The cost of
such an audit shall be paid by the entity.

The entity shall engage an independent auditor, either a certified public accountant (CPA) or public accountant (PA),
licensed by the California State Board of Accountancy.

An entity shall not use the services of a CPA or PA who is ineligible to conduct audits. (Refer to Section 270 for
more information regarding the determination of ineligibility.)

CONTRACT PROVISIONS 220
All entities shall include in their contracts for audit the provisions described below.

10% and 50% Withholding 221
Education Code Section 14505 requires that all audit contracts include the following withholding provisions:

» 10% of the audit fee must be withheld until the State Controller certifies that the audit report conforms to the
reporting standards in the State Controller’s audit guide.

« For multiyear contracts, in addition to the 10% provision, 50% of the audit fee must be withheld for any
subsequent year of a multiyear contract if the prior year's audit report was not certified as conforming to the
reporting standards in the State Controller’s audit guide.

This provision must include a statement that a multiyear contract will be null and void if the State Controller
declares afirm or individual ineligible to conduct audits.

Accessto Working Papers 222

The State Controller shall be granted access to audit working papers prepared by the auditors (Education Code
Section 14504).

Kathleen Connéell « California Sate Controller 7
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Other 223

The contract between the entity and the auditor should also include the following:

» Period for which financial statements are to be examined;
»  Purpose of examination;
»  Scope of examination;

« Reference that the audit will be conducted and distributed in accordance with the Sandards and Procedures for
Audits of California K-12 Local Educational Agencies;

» Provision that the auditor will issue a management letter commenting on areas of possible improvements in
structures, procedures, and management practices of the entity; and identify areas of possible violations of
financial and accounting-related regulatory provisions;

« Provision that the auditor will discuss with the entity any factors he/she may discover that would prevent him/her
from issuing an unqualified opinion on the financial statements and allow the entity and the auditor the
opportunity to arrive at a resolution acceptable to both;

«  Statement of the auditor’s responsibility for detection of fraud; and
«  Estimated maximum or fixed cost of the audit.
AUDIT REPORT DUE DATE 230

Audit reports for the preceding fiscal year must be filed with the State Controller’s Office (SCO), the California
Department of Education (CDE), and the county superintendent of schools by DECEM BER 15.

Audit reports are considered to be filed on time if postmarked or received on or before December 15. However, the
SCO encourages early submission of audit reports so that certifications may be processed in atimely manner.

Audit Report Filing Extensions 231

Education Code Section 41020.2 provides for an extension of the audit report filing deadline of December 15. An
extension does not waive the legal deadline, but it permits filing of the audit report after the deadline.

The county superintendent of schools may grant an appropriate extension for the completion of the audit and filing of
the audit report after taking the following actions:

« Consult with the entity’ s governing board and the independent auditors under contract with the entity.
» Obtain consent for the extension from the SCO and the CDE.

The Department of Education’s guidelines state that extensions will be granted only under extraordinary
circumstances. The request must be received by both the SCO and the CDE no later than December 1. Prior to
December 15, the SCO and CDE will review the request and accompanying justification and provide notification as
to whether the extension is granted or denied.

Late Audit Reports 232
Entities and their auditors may be subject to sanctions if they file reports after December 15 without an extension.

Education Code Section 42129 authorizes the Superintendent of Public Instruction to direct the county auditor to
withhold payment of any stipend, expenses, or salaries to the district superintendent, county superintendent, or

members of the governing boards whenever an audit report is delayed more than 14 days beyond the filing deadline.
The withholding shall continue until the reports are received by the CDE.
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AUDIT REPORT DUE DATE (continued) 230
Late Audit Reports (continued) 232

Auditors who file their reports after December 15 without an extension should be aware that any delay in filing may
ultimately result in specific sanctions taken against them. Those sanctions are described in Section 270.

Education Code Section 41020.2 authorizes the county superintendent of schools or the SCO to investigate the
causes for report filing delays and initiate action for completion of the audit. These agencies are permitted to make
alternative arrangements for the conduct of the audit and preparation of the audited financial statements if the
auditors under contract are unable to complete the report within a reasonable time.

DISTRIBUTION OF AUDIT REPORTS 240
The audit reports must be filed with all of the following agencies:

o STATE CONTROLLER (1 COPY)

Postal Address Freight Deliveries Only

State Controller’s Office State Controller’s Office
Division of Audits or Division of Audits

School District Audits School District Audits

Post Office Box 942850 300 Capitol Mall, Fifth Floor
Sacramento, California 94250-5874 Sacramento, California 95814

o CALIFORNIA DEPARTMENT OF EDUCATION (1 Copy)

California Department of Education
School Fiscal Services Division
1430 N Street, Suite 3800
Sacramento, California 95814

« COUNTY SUPERINTENDENT OF SCHOOLS (1 Copy)
« FEDERAL AUDIT CLEARINGHOUSE
Audit reports should be submitted to the Federal Audit Clearinghouse in accordance with the following
guidelines:
« 1Copy- If theschool district or county office of education received $300,000 or more in federal awards.
o 2Copies- If the school district or county office of education is a grantee or recipient of direct U.S.

Department of Education funding. A transmittal cover letter must accompany these two copies.

Additionally, when there are current or prior year findings, one copy should be sent for each affected federal
agency.

The federal guidelines described above are separate, so both may apply. Each school district and county office of
education and their auditors must determine the correct number of reports to submit. If both requirements apply,
three copies should be submitted to:

Federal Audit Clearinghouse
Bureau of the Census

1201 E. 10th Street
Jeffersonville, Indiana 47132

Kathleen Connéell « California Sate Controller 9
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DISTRIBUTION OF AUDIT REPORTS (continued) 240

LEAs that receive direct grants (Head Start) from the U.S. Department of Health and Human Services should send a
copy of their annual audit report to:

Regional Inspector General for Audit

U.S. Department of Health and Human Services
50 United Nations Plaza, Room 171

San Francisco, California 94102

CERTIFICATION OF AUDIT REPORTS 250

The State Controller's Office (SCO) is responsible for reviewing the annual audit reports to determine whether the
reports conform to the reporting provisions of this audit guide. The review criteria used by the SCO is contained in
an audit report review gquestionnaire. A copy of the review questionnaire is available upon request.

After each audit report is reviewed, the SCO mails written notification of the review results to the entity and its
independent auditor. If the audit report is determined acceptable, it is certified as conforming to the reporting
standards contained in this audit guide. When a report is not acceptable, the notification letter includes a brief
description of each exception. Section 251 addresses the procedures for correcting reporting exceptions.

Upon completing the review process for al entities, the SCO prepares a status report that presents the review results
for the entities within each county. Each county superintendent of schools is mailed a status report for the entities
within his or her jurisdiction.

Correction or M odification of Audit Reports 251

When an audit report does not meet the minimum reporting standards in this audit guide, a notification letter
describing each exception is mailed to the entity and its independent auditor. The auditor who receives such
notification is encouraged to make the necessary corrections and submit the revisions promptly.

The SCO will provide assistance to the auditor, if necessary, so that an acceptable report can be filed. Auditors or
entities are welcome to contact the SCO by telephone if they have any questions.

The auditor or entity may find that other audit report modifications — such as additional comments, explanations, or
corrections — are necessary after the report has been filed. Some modifications may require that the audit report be
reissued in its entirety, while other modifications may be prepared as inserts or supplements. All audit report
modifications should be distributed to all holders of the report.

Appeal of Review Results 252

When the SCO determines that an audit report does not meet the minimum reporting standards in this audit guide,
the auditor may appeal the review results. The appeals process allows the auditor to seek release of that portion of
the audit fee withheld when the auditor disagrees with the State Controller’s determination and elects not to revise
the audit report.

Within 30 days after receiving written notification that the SCO will not certify an audit report, the auditor or audit
firm may file an appeal in writing with the State Board of Accountancy. The State Board of Accountancy must
complete an investigation of the appeal within 90 days of the filing date. Based on the investigation, the board may
do either of the following:

« Order the SCO to provide notification that the audit report conforms to the reporting provisions of the audit guide;
or

« Schedule the appeal for a hearing. The final action on the appeal must be completed by the board within one year
from the date the appeadl isfiled.

10 Kathleen Conndll « California State Controller
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RETENTION OF WORKING PAPERS 260

The audits are subject to review by the State Controller’s Office, the California Department of Education, and the
Bureau of State Audits. Working papers and reports shall be retained for a minimum of three years unless the auditor
is notified in writing by the State Controller of the need to extend the retention period. The audit working papers
shall be made available upon request.

Quality Control Reviews of Audit Working Papers 261

Education Code Section 14504.2 authorizes the State Controller to perform quality control reviews of audit working
papers to determine whether audits are performed in conformance with audit standards contained in the audit guide.
The State Controller has developed guidelines and standards for the quality control reviews. A copy of the Quality
Control Review Guide for Sngle Audits of Local Educational Agencies is available upon request.

The results of the quality control reviews are communicated to the following:

« Theentity auditor;

» Theentity for which the audit was performed;

» Therespective county superintendent of schools;

» The State Board of Accountancy;

» The California Department of Education; and

o TheU.S. Department of Education

A refusal by a CPA firm to participate in the quality control review process within a reasonable time period (four
months) will result in a mandatory quality control review for the approval and certification of current audit reports
and/or a determination of ineligibility to perform school audits.

INELIGIBILITY TO PERFORM AUDITS 270

Education Code Section 41020.5 prohibits entities from using the audit services of CPAs or PAs who are ineligible
to conduct audits.

The State Controller is authorized to make the determination that a CPA or PA isineligible to conduct audits if any
of the following conditions occur:

» The State Controller determines by two consecutive quality control reviews that the CPA or PA did not perform
auditsin substantial conformity with the audit standards contained in this audit guide.

« The State Controller determines that for two consecutive years, a given entity’s audit reports (including amended
reports submitted by February 15) do not conform to the standards in this audit guide.

» TheLEA refusesto participate in a quality control review within a reasonable time period (four months).
The State Controller’ s determination of ineligibility is communicated to the CPA or PA by written notification.

Appeal of In€eligibility Determination

A CPA or PA who isineligible to conduct audits may appeal the State Controller’s determination. The CPA or PA
may file a written appeal with the State Board of Accountancy within 30 days after receiving written notification
from the State Controller’s Office.

Kathleen Connéell « California Sate Controller 11
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INELIGIBILITY TO PERFORM AUDITS (continued) 270

If an appeal is filed with the State Board of Accountancy, the board must complete an investigation of the appeal
within 90 days of the filing date. On the basis of the investigation, the board may do either of the following:

 Find that the State Controller’s determination should not be upheld and has no effect; or

« Schedule the appeal for a hearing. The final action on the appeal must be completed by the board within one year
from the date the appeal isfiled.

If the CPA or PA does not file awritten appeal with the State Board of Accountancy within 30 days, the ineligibility
determination is final. The CPA or PA will not be allowed to conduct audits of entities for a period of up to three
years.

The State Controller’s Office is required to notify each entity of those CPAs or PAs who are ineligible to conduct
audits by March 1.

ASSISTANCE REFERENCES 280
The California Department of Education should be contacted for any information regarding program regquirements
for kindergarten through grade 12 (K-12) audits. Questions regarding this audit guide and audit reporting issues

should be directed to the State Controller’s Office. Sources of audit assistance and related publications may be found
in Appendix C.
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Section 300—Auditing Sandards

AUDITING STANDARDS 300
STANDARDS 310

Each audit shall consist of a financial and compliance examination of all funds and account groups of the reporting
entity.

The audits shall be performed in accordance with generally accepted auditing standards, as promulgated by the
AICPA; standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and the standards issued by the State Controller’s Office. Single audits of
federal awards shall be made in accordance with the requirements established by Circular A-133, “Audits of State,
Local Governments, and Non-Profit Organizations,” issued by the U.S. Office of Management and Budget (OMB).

These auditing standards encompass general standards, fieldwork standards, and reporting standards, which include
the AICPA auditing standards and additional standards and requirements necessary to satisfy the needs of
government. The additional standards require that the auditor address the following concerns.

Planning 311

Planning should include consideration of the audit requirements of al levels of government. This is a critical
consideration in view of the “build upon” concept incorporated into OMB Circular A-133. Thus, the audits of
entities should satisfy the needs of al local, state, and federal agencies that might be potential users.

Internal Control 312

In conjunction with each financial audit, the auditor shall conduct an assessment of control risk of the entity’s
structures of internal accounting controls and the structures established to ensure compliance with applicable laws
and regulations. Although this effort does not require the auditor to perform an assessment of control risk sufficient
to render an opinion, comprehensive comments and recommendations related to applicable weaknesses and problems
in controls and procedures should be promptly discussed with the appropriate level of management and subsequently
presented in the audit report.

Management letters and reports are required to be submitted as part of the audit report. Additional requirements
regarding the internal control review in OMB Circular A-133 audits are discussed in Section 322.

Fiscal |ndependence

Under Education Code Section42647,* the Superintendent of Public Instruction may grant school districts
permission to become fiscally independent. The districts may then write their own warrants on the county treasury
for payment of al hills, and the county superintendent and county auditor no longer audit all of the warrants of the
district.

Similarly, Education Code Section 42650" authorizes county superintendents of schools to grant school districts
fiscal accountability. Under these provisions, the districts may write warrants within the limits set by the county
superintendent.

Any district that has been granted either fiscally independent or fiscally accountable status will receive a lesser
degree of ongoing expenditure monitoring from its county office of education and the county auditor. Auditors
should take this status into account in planning the review of internal controls. The notes to the financia statements
for such districts should disclose the fiscally independent or fiscally accountable status.

! Per Education Code Section 41023, these Education Code sections also apply to JPEs.
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K-12 Audit Guide

STANDARDS (continued) 310
Compliance with Laws and Regulations 313

Government Auditing Standards require that “a test should be made of compliance with applicable laws and
regulations.”

Compliance testing includes tests performed to determine whether an entity is complying with the provisions of laws;
regulations; and contractual, grant, loan, and other assistance agreements. The objectives of tests of compliance with
laws and regulations are to determine whether there have been events of noncompliance that may have a material
effect on the financial statements or to provide a basis for reporting on the entity’s compliance with such laws and
regulations.

Reporting on compliance in conjunction with the audit of an entity’s financial statementsis addressed in Section 443.

State Compliance

The programs to be tested for state compliance audit objectives are published in Section 520. The auditor must
report on those compliance aspects that are current for the year of audit. Since the state programs to be audited
usually vary from year to year, it isimportant to ensure that the most current requirements are obtained.

Federal Compliance

The compliance requirements for the federal programs of entities subject to a single audit are published in Section
323. If a single audit is not performed, the audit and reporting requirements pertaining to the individual federal
programs administered by the entity should be followed.

Working Papers 314

Working papers are the link between field work and the auditor’s report. They serve as arecord of the results of the
examination and the basis of the auditor’s opinions. Procedures should be adopted to ensure the safe custody and
retention of working papers for atime sufficient to satisfy legal and administrative requirements.

Genera guidelines for preparing working papers follow:

« Completeness and Accuracy: Working papers should be complete and accurate to provide proper support for
findings, judgments, and conclusions, and to enable demonstration of the nature and scope of examination work.

» Clarity and Understandability: Working papers should be understandable without detailed supplementary oral
explanations. The reviewer should be able to readily determine their purpose, their source, the nature and scope
of the work done, and the preparer’s conclusions.

o Legibility and Neatness. Working papers should be legible and as neat as possible. Otherwise, time will be
wasted in reviewing them and in preparing reports. Sloppy working papers may lose their worth as evidence.

» Reevance: Theinformation in working papers should be restricted to matters that are materially important and
relevant to the objectives of the assignments. There are no substitutes for a working understanding of the audit
objectives, the reasons for performing a specific task, and its relationship to the objectives. This understanding
comes from well-planned and well-organized work programs and effective instructions by supervisors. The
practice of having all working papers contain clear statements of purpose is very helpful in ensuring that
information accumulated is properly tied to audit objectives and reporting.
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STANDARDS (continued) 310

Access to Another Auditor’s Work

One principle underlying the audit planning is that federal, state, and loca governments cooperate in auditing
programs of common interest so that auditors may use each other’s work and avoid duplication of effort. Auditors
should rely on other auditors work to the extent feasible once they satisfy themselves as to other auditors
capabilities, independence, and performance by appropriate tests of the work or by other acceptable methods.

To do this, the auditors generally must have access to the working papers of other auditors. As noted previously,
LEA contracts must include provisions for granting the SCO access to working papers. For working papers
containing restricted information, the pertinent regulations should be followed.

Continuing Education 315

Audit organizations are required to have a program that ensures that its staff maintains professional proficiency
through continuing education and training. To satisfy this requirement, auditors responsible for planning, directing,
conducting, controlling, or reporting on governmental audits should complete, every two years, at least 80 hours of
continuing education and training that contributes to the auditor’s professional proficiency. At least 20 hours should
be completed in any one year of the two-year period. Any auditor planning, directing, and conducting substantial
portions of field work should complete at least 24 of the 80 hours of continuing education and training in subjects
directly related to the government environment and government auditing. In addition, beginning in 1998 all
California CPAs must have a minimum of 8 hours of Board of Accountancy approved professional conduct and
ethics training within the six years preceding the license expiration date.

Quality Control 316

Audit organizations performing government audits are responsible for having an external quality control review at
least once every three years. The quality control review should determine that the organization has a functioning
internal quality control system to ensure that applicable auditing standards are being followed on audit engagements,
including governmental audits. Reports resulting from the external quality control reviews should be made available
to oversight bodies and to auditors using the work of the audit organization.

FEDERAL SINGLE AUDIT REQUIREMENTS 320
The Single Audit Act and OMB Circular A-133, “Audits of State, Loca Governments, and Non-Profit
Organizations,” require entities that expend total federal awards equal to or in excess of $300,000 in a fiscal year to
have an audit performed in accordance with the Single Audit Act. An entity that expends total awards of less than
$300,000 in afiscal year is exempt from the Single Audit Act.

This section pertains to entities that are either required to comply or choose to comply with OMB Circular A-133
provisions. Information about OMB Circular A-133 may be obtained from the OMB website at:

http://www.whitehouse.gov/OM B/circulars/al33/133.html
Overview

1. Federal Awards
Federal awards may take the form of grants, contracts, loans, loan guarantees, property, cooperative agreements,

interest subsidies, insurance, or direct appropriations. Entities generally receive federa awards in the form of
grants. Auditors should also determine whether entities have received other forms of federal awards.
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FEDERAL SINGLE AUDIT REQUIREMENTS (continued) 320

Overview (continued)

2. Major Federal Programs Determination and Coverage

Major programs are determined utilizing a risk-based approach, which is a significant change from the traditional
approach of using dollars as a threshold. The current emphasisis on programs that may be inherently risky or that
may have managerial weaknesses. The determination of risk should be on an overall evaluation that non-
compliance may occur that would be material to the federal program. The use of the independent auditor’s
professional judgment is of utmost importance.

The OMB Circular A-133 outlines the risk-based approach process for determining the risk evaluation and the
selection of major programs for testing. The processis as follows:

A. Identify Type A and Type B Programs

Type A Program

$300,000 or 3% of total federal awards expended in the case of an auditee for which total federal awards
expended equal or exceed $300,000, but are less than or equal to $100 million.

$3 million or 0.3% of total federal awards expended in the case of an auditee for which total federa
awards expended exceed $100 million, but are less than or equal to $10 billion.

$30 million or 0.15% of total federal awards expended in the case of an auditee for which total federal
awards expended exceed $10 billion.

Type B Program

All other federal programs not meeting the above criteria

B. Identify Low-Risk Type A Programs

The program was audited as a major program in at least one of the two most recent audits.

There were no audit findings in most recent audits. If the audit disclosed audit findings, the independent
auditor may use professional judgment to determine if the Type A program should be classified as low-
risk.

C. ldentify High-Risk Type B Programs

The independent auditor should use professional judgment and the following criteriain identifying high-risk
Type B programs.

Overal evaluation of the risk of non-compliance occurring that could be material;
Weaknesses in internal control over federal programs;

Multiple internal control structures over federal programs:

Weaknesses in monitoring subrecipients of federal awards,

Extent of computer processing and complexity of processing. Use of new or recently modified computer
systems;

Prior audit findings that would have a significant impact on the federal program or prior findings that
have not been corrected;

Federal programs not recently audited as major programs,
Oversight exercised by federal and pass-through agencies; and

Inherent risk of the federal program, including the phase of the program, nature of program, auditee
lifecycle, and amount of federal awards.
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FEDERAL SINGLE AUDIT REQUIREMENT S (continued) 320
Overview (continued)

2. (continued)

D. Determinethe Major Programs

At aminimum, the auditor should audit all of the following as major programs.
« All Type A programs, except the auditor may exclude any Type A programs identified as |ow-risk.
 High-risk Type B programs as identified under either of the following two options:

« At least one-half of high-risk Type B programs identified above, except this paragraph does not require
the auditor to audit more high-risk Type B programs than the number of low-risk Type A programs.

« One high-risk Type B program for each low-risk Type A program.

Additional programs may be used to reach 50% of the total federal award expenditures. However, this
percentage can be reduced to 25% for auditees determined to be low-risk.

Scope 321
Per OMB Circular A-133, the auditor must determine whether:

» The financial statements present fairly the financial position and the results of operations of the entity in all
material respectsin conformity with generally accepted accounting principles (GAAP). In addition, the schedule of
expenditures of federal awards is presented fairly in all material respects in relation to the entity’s financia
statements taken as awhole.

« The entity has internal accounting and other control structures to provide reasonable assurance that it is managing
federal programsin compliance with applicable laws and regulations.

» The entity has complied with laws and regulations that may have a material effect on its financia statements and
on each of its major programs.

Internal Control 322

Internal Control means a process, effected by an entity’s management and other personnel, designed to provide
reasonabl e assurance regarding the achievement of objectivesin the following categories:

« Effectiveness and efficiency of operations;
» Rédliability of financia reporting; and
» Compliance with applicable laws and regulations.
Internal control pertaining to the compliance requirements for federal programs (Internal control over federal
programs) means a process — effected by an entity’s management and other personnel — designed to provide
reasonabl e assurance regarding the achievement of the following objectives for federal programs:
« Transactions are properly recorded and accounted for to:
« Permit the preparation of reliable financial statements and federal reports;
« Maintain accountability over assets; and
« Demonstrate compliance with laws, regulations, and other compliance requirements.
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FEDERAL SINGLE AUDIT REQUIREMENTS (continued) 320

Internal Control (continued) 322
» Transactions are executed in compliance with:

« Laws, regulations, and the provisions of contracts or grant agreements that could have a direct and material
effect on afederal program; and

« Any other laws and regulations that are identified in the compliance supplement; and
« Safeguards to protect funds, property, and other assets against loss from unauthorized use or disposition.

In addition to the requirements of the Generally Accepted Auditing Sandards (GAAS) and Generally Accepted
Government Auditing Standards (GAGAS), the independent auditor must perform procedures to obtain an
understanding of internal control over federal programs “sufficient to plan the audit to support a low assessed level
of risk for mgjor programs.” However, if internal controls are deemed not to be effective in preventing or detecting
noncompliance, the independent auditor does not have to perform tests for those compliance requirements. As a
result, the independent auditor should disclose the internal weakness or reportable condition in the internal control
report. Please refer to “Part6 - Internal Control” of the OMB Circular A-133 Compliance Supplement for
performing tests of an entity’s controls over major federal programs.

Compliance 323

The Single Audit Act and OMB Circular A-133 require that in addition to the requirements of GAGAS the auditor
shall determine whether the auditee has complied with laws, regulations, and the provisions of contracts or grant
agreements that may have a direct and material effect on each of its major programs.

The principal compliance requirements applicable to most federal programs and the compliance requirements of the
largest federal programs are included in the compliance supplement. There are 14 types of compliance requirements
and the related audit objectives that the auditor shall consider in every audit conducted under OMB Circular A-133,
with the exception of program-specific audits performed in accordance with a federal agency’s program-specific
audit guide. Suggested audit procedures are also provided to assist the auditor in planning and performing tests of
non-federal entity compliance with the requirements of federal programs. The auditor’s judgment will be necessary
to determine whether the suggested audit procedures are sufficient to achieve the stated audit objectives and whether
additional or alternative audit procedures are needed. Determining the nature, timing, and extent of the audit
procedures necessary to meet the audit objectives is the auditor’s responsibility.

For the compliance requirements related to federal programs contained in the compliance supplement, an audit of
these compliance requirements will meet the requirements of the Single Audit. Where there have been changes to the
compliance requirements and the changes are not reflected in the compliance supplement, the auditor shall determine
the current compliance requirements and modify the audit procedures accordingly. For those federal programs not
covered in the compliance supplement, the auditor should use the types of compliance requirements contained in the
compliance supplement as guidance for identifying the types of compliance requirements to test and determine the
reguirements governing the federal program by reviewing the provisions of contracts and grant agreements and the
laws and regulations referred to in such contracts and grant agreements.

The compliance testing shall include tests of transactions and such other auditing procedures necessary to provide
the auditor sufficient evidence to support an opinion on compliance.

Subrecipients

An auditee may be arecipient, a subrecipient, and a vendor. Federal awards expended as a recipient or a subrecipient
would be subject to audit under this part. The payments received for goods or services provided as a vendor would
not be considered federal awards. The guidance for determining whether payments congtitute a federal award or a
payment for goods and servicesis as follows:;
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FEDERAL SINGLE AUDIT REQUIREMENTS (continued) 320

Compliance (continued) 323

Characteristics indicative of afederal award received by a subrecipient are when the organization:

Determines who is eligible to receive federal financial assistance;

Has its performance measured against whether the objectives of the federal program are met;
Has responsihility for programmatic decision making;

Has responsihility for adherence to applicable federal program compliance requirements; and

Uses the federal funds to carry out a program of the organization as compared to providing goods or services for a
program of the pass-through entity.

Characteristics indicative of a payment for goods and services received by avendor are when the organization:

Provides the goods and services within normal business operations;

Provides similar goods or services to many different purchasers;

Operates in a competitive environment;

Provides goods or services that are ancillary to the operation of the federal program; and
I's not subject to compliance requirements of the federal program.

Pass-Through Entity

A pass-through entity shall perform the following for the federal awardsit makes:

Identify federal awards by informing each subrecipient of Catalog of Federal Domestic Assistance (CFDA) title
and number, award name and number, award year, if the award is for research and development (R&D), and
name of federal agency. When some of this information is not available, the pass-through entity shall provide the
best information available to describe the federal award.

Advise subrecipients of requirements imposed on them by federal laws, regulations, and the provisions of
contracts or grant agreements, as well as any supplemental requirements imposed by the pass-through entity.

Monitor the activities of subrecipients as necessary to ensure that federal awards are used for authorized purposes
in compliance with laws, regulations, and the provisions of contracts or grant agreements, and that performance
goals are achieved.

Ensure that subrecipients expending $300,000 or more in federal awards during the subrecipient’s fiscal year
have met the audit requirements of Circular A-133 for that fiscal year.

Issue a management decision on audit findings within six months after receipt of the subrecipient’s audit report
and ensure that the subrecipient takes appropriate and timely corrective action.

Consider whether subrecipient audits necessitate adjustment of the pass-through entity’ s own records.

Reguire each subrecipient to permit the pass-through entity and the auditors to have access to the records and
financial statements as necessary for the pass-through entity to comply with Circular A-133.
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FEDERAL SINGLE AUDIT REQUIREMENTS (continued) 320
Sampling Considerations 324

For high-risk entities, at least 50% of major program expenditures must be tested (25% for low-risk entities). The
compliance review must include the selection and testing of a representative number of charges from selected major
programs. The selection and testing of transactions shall be based on the auditor’s professional judgment considering
such factors as:

« Theamount of expenditures for the program and the individual awards;
« The newness of the program or changesin its conditions;

« Prior experience with the program, particularly as revealed in audits and other evaluations (e.g., inspections,
program reviews);

» The extent to which the program is carried out through subrecipients;

« The extent to which the program contracts for goods or services;

« Thelevel to which the program is already subject to program reviews or other forms of independent oversight;
» The adequacy of the controls for ensuring compliance;

» The expectation of adherence or lack of adherence to the applicable laws and regulations; and

» The potential impact of adverse findings.

Audit Findings, Recommendations, and Corrective Action Plans 325

The auditor shall report the following as audit findings in a schedule of findings and questioned costs:

» Reportable conditions in internal control over major programs that are individualy or cumulatively material
weaknesses.

» Material noncompliance with the provisions of laws, regulations, or grant agreements related to a major program.

« Known guestioned costs that are greater than $10,000 for a type of compliance requirement for a major program.
Known questioned costs are those specifically identified by the auditor. In evaluating the effect of questioned
costs on the opinion on compliance, the auditor considers the best estimate of total costs questioned (likely
guestioned costs), not just the questioned costs specifically identified (known questioned costs).

« Known questioned costs that are greater than $10,000 for a federal program which is not audited as a major
program.

» The circumstances concerning why the auditor’s report on compliance for major programs is other than an
unqualified opinion, unless such circumstances are otherwise reported as audit findings in the schedule of
findings and questioned costs for federal awards.

« Known fraud affecting afederal award, unless such fraud is otherwise reported as an audit finding in the schedule
of findings and questioned costs for federal awards.

« Instances where the results of audit follow-up procedures disclosed that the summary schedule of prior audit
findings prepared by the auditee materially misrepresents the status of any prior audit finding.

Audit findings shall be presented in sufficient detail for the auditee to prepare a corrective action plan and take
corrective action and for federal agencies and pass-through entities to arrive at a management decision. The
following specific information shall be included in audit findings:

o Federa program and specific federal award identification, including the CFDA title and number, federal award
number and year, name of federal agency, and name of the applicable pass-through entity;
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FEDERAL SINGLE AUDIT REQUIREMENT S (continued) 320
Audit Findings, Recommendations, and Corrective Action Plans (continued) 325

« The criteria or specific requirement upon which the audit finding is based, including statutory, regulatory, or
other citation;

« The condition found, including facts that support the deficiency identified in the audit finding;
« ldentification of questioned costs and how they are computed;

« Information to provide proper perspective for judging the prevalence of the audit findings, such as whether the
audit findings represent an isolated instance or a systemic problem. Where appropriate, instances identified shall
be related to the universe and the number of cases examined and be quantified in terms of dollar value;

» The possible asserted effect to provide sufficient information to the auditee and federal agency, or pass-through
entity in the case of a subrecipient, to permit them to determine the cause and effect to facilitate prompt and
proper corrective action;

« Recommendations to prevent future occurrences of the deficiency identified in the audit finding; and

« Views of responsible officials of the auditee when there is disagreement with the audit findings, to the extent
practical.

Each audit finding in the schedule of findings and questioned costs shall include a reference number to alow for easy
referencing of the audit findings during follow-up.

The auditee is responsible for follow-up and corrective action on al audit findings. As part of this responsibility, the
auditee shall prepare a summary schedule of prior audit findings. The auditee shall also prepare a corrective action
plan for current-year audit findings.

The summary schedule of prior audit findings shall report the status of all audit findings included in the prior audit’s
schedule of findings and questioned costs relative to federal awards.

« When audit findings were fully corrected, the summary schedule need only list the audit findings and state that
corrective action was taken.

« When audit findings were not corrected or were only partially corrected, the summary schedule shall describe the
planned corrective action aswell as any partial corrective action taken.

« When corrective action taken is significantly different from corrective action previously reported in a corrective
action plan or in the federal agency’s or pass-through entity’ s management decision, the summary schedule shall
provide an explanation.

« When the auditee believes the audit findings are no longer valid or do not warrant further action, the reasons for
this position shall be described in the summary schedule.

At the completion of the audit, the auditee shall prepare a corrective action plan to address each audit finding
included in the current-year auditor’s reports. The corrective action plan shall provide the name(s) of the contact
person(s) responsible for corrective action, the corrective action planned, and the anticipated completion date. If the
auditee does not agree with the audit findings or believes corrective action is not required, then the corrective action
plan shall include an explanation and specific reasons.
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OTHER ISSUES 330
Going Concern 331

Statement on Auditing Standards (SAS) No. 59, “The Auditor’s Consideration of an Entity’s Ability to Continue as a
Going Concern,” addresses the auditor’s responsibilities and considerations when questions arise concerning an
organization’s ability to meet its obligations as they become due without substantial disposal of assets, restructuring
of debt, externally forced revision of its operations, or similar actions. The ability to meet payment obligations as
they become due is the key concept that causes SAS No. 59 to be directly applicable to government entities,
including LEAs.

In light of recent situations in which LEAs have found themselves in financia difficulty and in need of specia
financing, school district and county office of education auditors should be acutely aware of SAS No. 59 and its
requirements.

SAS No. 59 requires the auditor to consider any information obtained during the course of the audit that may
indicate an inability of the entity to continue as a going concern. Many required and/or professionally prudent audit
procedures are likely to revea information of this nature at LEASs. Examples are:

» Anaysisof lease commitments;

» Anaysisof pension liahilities;

» Analysis of bonded debt requirements;

« Analysisof other debt repayment requirements;
« Financia statement analysis;

» Review of subseguent events; and

o Analytica review.

Other indicators of financial distress that may come to the auditor’s attention during the audit engagement at an LEA
include:

« Issuance or existence of tax anticipation notes;

» Rapidincreases in salaries, fringe benefits, and employee contributions;

» Cost escalations disproportionate to economic feasibility;

» Unwillingness of senior governments to continue funding programs at existing levels;
» Material borrowings from the county treasury;

» A growing proportion of one-time revenues being committed to fund ongoing costs;
» Decline or deficit in general fund balance;

« Deteriorating relationship between the LEA and its county office of education;

» Low or declining funding of capital and maintenance;

« Borrowing of cash from restricted funds;

« Persistent declining enrollment; and

» A steady pattern of budget overruns.

Many of these indicators of financial distress will be analyzed by the auditor during preparation of the Schedule of
Financial Trends and Analysis. This schedule is required to be presented within the Supplementary Information
section of the LEA audit report (refer to Section 472 for a complete explanation of this supplemental information).

Once an auditor becomes aware of any contrary information, that information should be analyzed along with any
mitigating factors and any management plans for addressing the problem.
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OTHER I SSUES (continued) 330

Going Concer n (continued) 331
Examples of mitigating factors to consider at an LEA include:

» Reduction or deferral of expenses,
» State assistance;

» Long-range plans;

» Strong financial manager; and

» County assistance.

The auditor should evaluate existing mitigating factors and management plans for their realistic anticipated effect on
contrary conditions. If the auditor concludes that the mitigating factors and management plans are inadequate to deal
with the impending problem, a substantial doubt would remain as to the LEA’s ability to continue in existence. In
such case, the auditor should consider the recoverability and classification of assets, and the amounts and
classification of liabilities. Furthermore, the auditor is required to make certain reporting disclosures as explained in
Section 472.

Fraud, Illegal Acts, and other Noncompliance 332

The auditor should design the audit to provide reasonable assurance of detecting fraud that is material to the financial
statements. In addition, the auditor should design the audit to provide reasonable assurance of detecting material
misstatements resulting from direct and material illegal acts.

The auditor should be aware of the possibility that indirect illegal acts may have occurred. If specific information
comes to the auditors’ attention that provides evidence concerning the existence of possible illegal acts that could
have a material indirect effect on the financial statements, the auditors should apply audit procedures specifically
directed to ascertaining whether an illegal act has occurred.

Auditors are responsible for being aware of the characteristics and types of potentially material fraud that could be
associated with the area being audited so that they can plan the audit to provide reasonable assurance of detecting
meaterial fraud.

Auditors should obtain an understanding of the possible effects on financial statements of laws and regulations that
are generaly recognized by auditors to have a direct and material effect on the determination of amounts in the
financial statements. Auditors may find it necessary to use the work of legal counsel in:

» Determining which laws and regulations might have a direct and material effect on the financial statements;
» Designing tests of compliance with laws and regulations; and
« Evaluating the results of those tests.

Auditors also may find it necessary to use the work of legal counsel when an audit requires testing compliance with
provisions of contracts or grant agreements. Depending on the circumstances of the audit, auditors may find it
necessary to obtain information on compliance matters from others, such as investigative staff, audit officials of
government entities that provided assistance to the auditee, and/or the applicable law enforcement authority.

Auditors should exercise due professiona care in pursuing indications of possible fraud and illegal acts so as not to
interfere with potential future investigations, legal proceedings, or both. Under some circumstances, laws,
regulations, or policies may require auditors to report indications of certain types of fraud or illegal acts to law
enforcement or investigatory authorities before extending audit steps and procedures. Auditors may also be required
to withdraw from or defer further work on the audit or a portion of the audit in order not to interfere with an
investigation.

Kathleen Connéell « California Sate Controller 25



K-12 Audit Guide

OTHER I SSUES (continued) 330

Fraud, Illegal Acts, and other Noncompliance (continued) 332

An audit made in accordance with GAGAS will not guarantee the discovery of illegal acts or contingent liabilities
resulting from them. Nor does the subsequent discovery of illegal acts committed during the audit period necessarily
mean that the auditors performance was inadequate, provided the audit was made in accordance with these
standards.

In fulfilling the reguirements above, the auditor should follow the guidelines contained in SAS No. 82,
“Consideration of Fraud in a Financial Statement Audit,” and SAS No. 54, “lllegal Acts by Clients.” SAS No. 82
supersedes SAS No. 53 and is effective for financial audits for periods ending on or after December 15, 1997. SAS
No. 82 clarifies, but does not increase the auditor’ s responsibility to detect fraud.

The auditor has a responsibility to plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement whether caused by error or fraud. Because of the nature of
audit evidence and the characteristics of fraud, the auditor is able to obtain reasonable, but not absolute, assurance
that material misstatements are detected. The auditor has no responsibility to plan and perform the audit to obtain
reasonable assurance that misstatements, whether caused by errors or fraud, that are not material to the financial
statements are detected.

The auditor should specifically assess the risk of material misstatement of the financial statements due to fraud and
should consider that assessment in designing the audit procedures to be performed. In making this assessment, the
auditor should consider fraud risk factors that relate to both misstatements arising from fraudulent financial reporting
and misstatements arising from misappropriation of assets.

As part of the risk assessment, the auditor also should inquire of management:

« To obtain management’ s understanding regarding the risk of fraud in the entity; and
» To determine whether management has knowledge of fraud that has been perpetrated on or within the entity.

Information from these inquiries could identify fraud risk factors that may affect the auditor’s assessment and related
response. The auditor should use professional judgment when assessing the significance and relevance of fraud risk
factors and determining the appropriate audit response.

The assessment of the risk of material misstatement due to fraud is a cumulative process that includes a consideration
of risk factors individually and in combination. In addition, fraud risk factors may be identified while performing
procedures relating to acceptance or continuance of clients and engagements, during engagement planning or while
obtaining an understanding of an entity’s internal control, or while conducting fieldwork. Also, other conditions may
be identified during fieldwork that change or support a judgment regarding the assessments.

A risk of material misstatement due to fraud is aways present to some degree. The auditor’s response to the
foregoing assessment is influenced by the nature and significance of the risk factors identified as being present. In
some cases, even though fraud risk factors have been identified as being present, the auditor’s judgment may be that
audit procedures otherwise planned are sufficient to respond to the risk factors. In other circumstances, the auditor
may conclude that the conditions indicate a need to modify procedures.

In planning the audit, the auditor should document in the working papers evidence of the performance of the
assessment of the risk of material misstatement due to fraud. Where risk factors are identified as being present, the
documentation should include those risk factors identified and the auditor's response to those risk factors,
individually or in combination.
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OTHER I SSUES (continued) 330
Fraud, Illegal Acts, and other Noncompliance (continued) 332

In addition, if during the performance of the audit, fraud risk factors or other conditions are identified that cause the
auditor to believe that an additional response is required, such risk factors or other conditions, and any further
response that the auditor concluded was appropriate, aso should be documented.

Whenever the auditor has determined that there is evidence that fraud may exist, that matter should be brought to the
attention of an appropriate level of management. Fraud involving senior management and fraud (whether caused by
senior management or other employees) that causes a material misstatement of the financial statements should be
reported directly to the audit committee, if applicable.

When the auditor, as a result of the assessment of the risk of material misstatement due to fraud, has identified risk
factors that have continuing control implications (whether or not transactions or adjustments that could be the result
of fraud have been detected), the auditor should consider whether these risk factors represent reportable conditions
relating to the LEA’ s internal control that should be communicated to senior management and the audit committee.

The disclosure of possible fraud to parties other than the LEA’s senior management and its audit committee
ordinarily is not part of the auditor’s responsibility and ordinarily would be precluded by the auditor’'s ethical or
legal obligations of confidentiality unless the matter is reflected in the auditor’s report. The auditor should recognize,
however, that in the following circumstances a duty to disclose outside the entity may exist:

To comply with certain legal and regulatory requirements;
» To asuccessor auditor when the successor makes inquiries;
« Inresponse to a subpoena; and

To a funding agency or other specified agency in accordance with requirements for the audits of entities that
receive governmental financial assistance.

The following areas deserve specific attention due to a higher risk of improper transactions. Suggested audit
procedures are provided for use when, in the auditor’s professional judgment, additional procedures are considered
necessary.

1. Construction and Bidding

a. Review expenditures for Maintenance and Operations. Determine the extent to which the entity uses outside
contractors to perform maintenance and refurbishing of the entity’ s facilities.

b. Identify any firms or individuals that perform a proportionally large amount of work for the entity. Examine
vendor invoices from those firms or individuals.

c. Review the entity’s procurement practices. Determine whether such practices comply with the Public
Construction Act (Public Contract Code Section 20100 et seq.).

d. Review the entity’s project construction and bid files to determine whether:
« All required inspections have been made by appropriate authorized inspectors; and
« The Cdlifornia Department of General Services, when applicable, supervised the design and construction of

the project and certified its completion. The Department of General Services must supervise the design and
construction of any school building that will cost more than $25,000 (Education Code Section 17295).
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Fraud, Illegal Acts, and other Noncompliance (continued) 332

2. Purchasing Inventories

a. Determine the extent to which the entity uses “open” or blanket purchase orders. Examine selected purchase
ordersfor:

Outstanding balance;

« Frequency and size of transactions;
« Authorizing signatures;

« Purpose of purchases; and

« Délivery locations.

b. ldentify the primary vendors with whom the entity conducts business. Examine the selected warrant/vendor
filesfor:

« Purpose of purchases,
« Authorizing signatures; and
« Delivery locations.

c. Review the entity’s system for accounting for purchases and receipt of goods, especialy if the entity does not
maintain stores inventories.

d. Identify the location, value, and composition of al stores inventories or stockpiles, whether or not they are
recorded in the accounting records. Determine the adequacy of physical security and control over issuances at
each location.

3. Reated Party Transactions

a. Determine to the extent possible whether the entity’s administrators or members of the Board of Education
have management, administrative, or financial interests in the primary contractors or vendors with which the
entity does business.

b. Review the rea property listings of the entity. Determine whether the entity owns each parcel in whole or in
part. Investigate any joint ownership for purpose, propriety, duration, and tax-exempt status.

Reporting Entity 333
The auditor must determine whether the financial statements provide adequate disclosure of the LEA’s financial
relationships with other legal entities. The increasing use of public facility corporations and joint powers agreements
by LEASs has made the proper definition of the LEA for reporting purposes a critical issue.

The decision of whether to include an external entity such as a public benefit corporation, joint powers entity,
commission, public authority, or other governmental organization as a component unit of the LEA should be based
on the criteria set forth in Governmental Accounting Standards Board Statement No. 14, “The Financial Reporting
Entity.” The primary factor to consider isthe LEA’s accountability for such entities.

An entity is considered to be a component unit of the LEA for financial reporting purposes if the following criteria
are met:

1. Theentity has separate legal standing.
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OTHER I SSUES (continued) 330
Reporting Entity (continued) 333

2. The elected officials of the LEA are financially accountable for the entity. Financial accountability ordinarily
involves meeting both of the following:

« The LEA isresponsible for appointing the voting majority of the entity’s board; and

« The LEA is able to impose its will upon the entity, or the entity is able to provide specific financial benefits
to, or impose specific financial burdens on, the LEA.

There may be circumstances where one or both of the above criteria related to financial accountability are not met,
yet the entity should still be included within the LEA for financia reporting purposes. The existence of a financial
benefit or financial burden should be considered an indication that the nature and significance of the financial
relationship between the LEA and the entity may require inclusion of the entity for reporting purposes. If the
exclusion of the entity would cause the LEA’s financial statements to be incomplete or misleading, the entity should
be reported as part of the LEA.

The required disclosures for reporting entity issues are discussed in Section 471.
Reliance on the Work of Another Auditor 334

Professional auditing standards require performance of specific audit procedures to examine the scope and quality of
the work completed by another auditor before placing reliance on that work. This is particularly applicable to
auditors of school districts who plan to rely on certain audit procedures performed by the auditor of the county office
of education.

Auditors should refer to the authoritative auditing guides for the specific evaluation procedures necessary.
Materiality 335

Auditors' consideration of materiality is a matter of professional judgment and is influenced by their perception of
the needs of a reasonable person who will rely on the financial statements. Materiality judgments are made in light of
surrounding circumstances and necessarily involve both quantitive and qualitative considerations.

In an audit of the financial statements of a government entity or an entity that receives government assistance,
auditors may set lower materiality levels than in audits in the private sector because of the public accountability of
the auditee, the various legal and regulatory requirements, and the visibility and sensitivity of government programs,
activities, and functions.

In its Statement of Financial Accounting Concepts No. 2, the Financial Accounting Standards Board discussed
materiality in these terms: “The magnitude of an omission or misstatement of accounting information that, in the light
of surrounding circumstances, makes it probable that the judgment of a reasonable person relying on the information
would have been changed or influenced by the omission or misstatement.”

Refer to AU Section 312, “Audit Risk and Materiality in Conducting an Audit,” of the AICPA’s Codification of
Satements on Auditing Standards for additional guidance.

Expanding Sample Size 336
It is inadequate for the auditor to solely identify and report exceptions without determining if further testing is

needed or if the auditee should review or reconstruct relevant records and quantify the related fiscal impact.
Determining how to proceed requires significant auditor evaluation and judgment.
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OTHER I SSUES (continued) 330
Expanding Sample Size (continued) 336
If exceptions are discovered when performing tests, the auditor should assess and evaluate the exception rate and
type to determine if the sample should be expanded and additional testing be performed. The sample should be
representative of the population and sufficient in size to allow the auditor to draw a reasonable conclusion.

For example, if testing a sample of 100 items results in 10 exceptions, or a 10% exception rate, the auditor should
expand the sample and perform further testing. If the auditor determines that the exceptions are the result of a

systemic problem, the auditor may:

1. Use agatistically valid sampling methodology to extrapolate the results of the tests over the entire population
and quantify the fiscal impact, or,

2. Require the auditee to review or reconstruct all of the relevant records and quantify the related fiscal impact.
The auditor should then perform testing to determine the reasonableness of the results of the auditee’ s work.

However, if the auditor determines that the exception is due to an isolated cause, the auditor may deem further audit
work unnecessary. (Refer to SAS 39-Audit Sampling for further guidance.)
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Section 400—Financial Reporting Standards

FINANCIAL REPORTING STANDARDS

INTRODUCTION

400

401

“The Controller . . . shall prescribe the statements and other information to be included in the audit reports filed with
the state. . . .” (Education Code Section 14502).

“Financial and compliance audits conducted under this chapter shall fulfill federal single audit requirements’
(Education Code Section 14501(a)).

“All audit reports for 1988-89 fiscal year, and for each subsequent fiscal year, shall be developed and reported using
aformat established by the Controller . . .” (Education Code Section 41020).

Entities are required to issue audited annual financial reports that, at a minimum, contain the statements and other
information prescribed by the State Controller. The minimum content of the reports must also adhere to the federal
single audit reporting requirements prescribed by OMB Circular A-133, when applicable. Accordingly, strong
emphasis is placed on reporting on internal control, compliance, and findings and questioned costs. The impact of
the federal requirements is reflected in the following reporting standards and the Illustrative Audit Report in
Appendix A.

In order to adhere to generally accepted accounting principles (GAAP) applicable to governmental entities, the
annual financial reporting provisions delineated in the Codification of Governmental Accounting and Financial
Reporting Standards, published by the Governmental Accounting Standards Board (GASB), was used as the
framework for the reporting requirements. Additional guidance and interpretation was obtained from Governmental
Accounting, Auditing, and Financial Reporting, published by the Government Finance Officers Association. For the
various required auditor’s reports, guidance and interpretation was obtained from Audits of State and Local
Governmental Units, published by the American Institute of Certified Public Accountants. All of these publications
may be obtained from the appropriate organizations referenced in Appendix C.

GAAP Reporting Versus CDE Data Collection 402
It should be noted that many differences exist between financial reporting in accordance with GAAP and financial

information collected by the California Department of Education on Forms J-200/400/600 or their equivalent. Some
of the differences are as follows:

Financial Report Presentation

Description

Asreported per GAAP

As collected by CDE

Financial Statement
Presentation

Residual Equity
Transfer

Proceeds From the Sale
of Site (Fixed Assets)

Each fund is presented in a single
column with one amount for each
classification.

Reported as an addition or deduction to
the beginning fund baance of the
affected funds on the operating
statement.

Reported as a “revenue’ in the affected
fund.

Each fund is presented in two columns
(restricted and unrestricted funds) with
amounts in both columns for each
classification.

Reported as an “other financing source
or use” in the affected funds on the
operating statement.

Reported as an “other financing source”
in the affected fund.
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INTRODUCTION (continued) 401

GAAP Versus CDE Reporting (continued) 402
Financial Report Presentation

Description Asreported per GAAP As collected by CDE

Debt Service Reported as an “expenditure” in the Reported as “other financing uses’ in the

Expenditures affected fund. affected fund.

Component Unit Consolidated in the audit report. Reported under certain circumstances.

General Fixed Assets Group  Included in financial statements. Reporting optional.

Pass-through Grants Included on financial statements. Reported in either governmental or agency

fund.
On-Behalf Payments Included on financial statements. Not reported.1

For the annual audit report, financial reporting must be in accordance with GAAP. Auditors and reporting entities
should contact the State Controller’s Office if any questions arise regarding financial reporting per GAAP. For any
guestions relating to financial reporting on Forms J-200/400/600, or their equivalent, contact the CDE.

REPORT COMPONENTS 410

Report Format 411

The basic content of each audit report shall include the following sections:

Introductory Section

(Table of Contents and other material deemed appropriate by management)
Financial Section
Independent Auditor’s Report on Financial Statements and Supplementary Schedules of Expenditures of Federal
Awards
Combined Statements
Notes to the Financia Statements

Combining and Individual Fund and Account Group Statements and Schedules (where needed for full disclosure)

Supplementary |nformation Section

Schedule of Average Daily Attendance

Schedule of Instructional Time

Schedule of Financial Trends and Analysis

Schedule of Expenditures of Federal Awards

Reconciliation of Annual Financial and Budget Report (J-200/400/600) With Audited Financial Statements
Notes to Supplementary Information

! Refer to CDE Management Advisory 96-03 “Accounting for Pass-Through Grants and On-Behalf Payments’ for clarification.
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REPORT COMPONENTS (continued) 410
Report Format (continued) 411

Other Independent Auditor’s Reports

Report on Compliance and on Internal Control Over Financial Reporting Based on an Audit of Financia
Statements Performed in Accordance with Government Auditing Standards

Report on Compliance With Requirements Applicable to Each Major Program and Internal Control Over
Compliance in Accordance With OMB Circular A-133

Auditor’s Report on State Compliance

Findings and Recommendations Section

Schedule of Findings and Questioned Costs
Management Letters
Schedule of Prior Audit Findings

Some entities prepare a complete comprehensive annua financial report (CAFR) for submission to the Government
Finance Officers Association or the Association of School Business Officials International. For the entities that
prepare a CAFR, it is suggested that the supplementary information section be included after the financial section
and the state and federal requirements should be placed last as illustrated in Governmental Accounting, Auditing,
and Financial Reporting, published by the Government Finance Officers Association.

Introductory Section 412

This section should include, at a minimum, the Table of Contents for the audit report. Transmittal letters or other
information considered appropriate may be included at the auditee’ s discretion.

FINANCIAL SECTION 420

The financial section of the report may be viewed as a “reporting pyramid.” The governmental unit should go only as
far down the reporting pyramid in terms of increasing levels of detail as necessary to report the financia position and
operating results of its individual funds and account groups, to demonstrate compliance with finance-related legal
and contractual requirements, and to assure adequate disclosure at the individual fund entity level. Those statements
and schedul es necessary for these purposes are required; others are optional.

The levels of the pyramid are:

o General Purpose Financial Statements (GPFS) (Combined Statements- Overview): These basic financia
statements provide a summary overview of the financial position of al funds and account groups and the operating
results of all funds. They also serve as an introduction to the more detailed statements and schedules that follow.
Separate columns should be used for each fund type and account group.

» Combining Statements —BY Fund Type: Where a governmental unit has more than one fund of a given type (e.g.,
special revenue funds), combining statements for all funds of that type should be presented in a columnar format.
The total columns of these combining statements should agree with the amounts presented in the GPFS. (In some
instances, disclosure sufficient to meet the reporting objectives may be achieved at this level; in other cases these
statements “link” the GPFS and the individual fund statements.)

« Individual Fund and Account Group Statements. These statements present information on the individual funds and
account groups where (1) a governmental unit has only one fund of a specific type; or (2) detail to assure
disclosure sufficient to meet the reporting objectives is not presented in the combining statements. These
statements may also be used to present budgetary data and prior-year comparative data.
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FINANCIAL SECTION (continued) 420

» Schedules: Data presented in schedules are not necessary for fair presentation in conformity with GAAP unless
referenced in the notes to the financia statements. Schedules are used (1) to demonstrate finance-related legal and
contractual compliance (e.g., where bond indentures require specific data to be presented); (2) to present other
information deemed useful (e.g., combined and combining schedules that encompass more than one fund or
account group, such as a Combined Schedule of Cash Receipts, Disbursements, and Balances— All Funds); and
(3) to provide details of data summarized in the financial statements (e.g., schedules of revenue, expenditures,
transfers).

All four levels of detail may be required in some circumstances. On the other hand, adequate disclosure may require
only one or two levels. Determination of the appropriate level of detail and the distinction asto what is presented in a
statement as opposed to a schedule is a matter of professional judgment.

Auditor’sReport on Financial Statements 421

The auditor’s report on the financial statements shall include an introductory paragraph, a scope paragraph, an
opinion paragraph, and a paragraph on separately issued reports.

The introductory paragraph must:

« Identify the reporting entity;
 ldentify the financial statements audited;
 Include a statement that the financial statements are the responsibility of the entity’s management; and

« Include a statement that the auditor’s responsibility is to express an opinion on the financial statements based
upon the audit performed.

Education Code Section 41020 requires that the scope of the audit include all funds and account groups of the
reporting entity and all other funds under the jurisdiction and control of the entity’s governing board or the county
superintendent of schools. The scope of the audit should include all component units of the entity whether or not
such units may be legally separate from the entity. If any funds or component units are omitted from the scope of the
audit or the financial statements, the auditor must determine the impact of such omission(s) on his’her opinion.

The scope paragraph must have:

o A statement that the audit was conducted in accordance with generally accepted auditing standards and
Government Auditing Standards issued by the Comptroller General of the United States.

o A statement that generally accepted auditing standards require that the auditor plan and perform the audit to
obtain reasonabl e assurance about whether the financial statements are free from material misstatement.

o A statement that an audit includes:

« Examining, on atest basis, evidence supporting the amounts and disclosures in the financial statements;
« Assessing the accounting principles used and significant estimates made by management; and
« Evaluating the overall financial statement presentation.

« A statement that the auditor believes that the audit provides a reasonable basis for the opinion given.
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FINANCIAL SECTION (continued) 420
Auditor’s Report on Financial Statements (continued) 421

The opinion paragraph must include an opinion as to whether the financial statements present fairly, in all material
respects, the financial position of the entity as of the balance sheet date and the results of its operations and its cash
flows for the period ended in conformity with generally accepted accounting principles. If an unqualified opinion
cannot be expressed, the nature of the qualified opinion, disclaimer, or adverse opinion must be clearly presented in
accordance with the AICPA’ s Codification of Statements on Auditing Standards, AU Section 508. A reference to the
auditor’s report on compliance and internal control over financial reporting in accordance with Government Auditing
Standards must be included.

The report on supplementary information may be added to the auditor’s report on the financial statements or may
appear separately in the supplementary information section of the annual audit report. The opinion paragraph must
cover al the supplementary information presented.

Financial Statementsand Schedules 422
The balance sheets, operating statements, and schedules required in the entity’ s report are:
1. Balance Sheets

« A combined balance sheet — all fund types and account groups.
« Combining balance sheets for all funds of each fund type in which the entity has more than one fund.

« Individual balance sheets for each fund and account group — where necessary to present the financial position
of each fund and account group — and schedules necessary to demonstrate compliance with finance-related
legal and contractual provisions.

2. Operating Statements

Governmental Funds:

« A combined statement of revenues, expenditures, and changes in fund balances — all governmental fund
types and expendable trust funds.

« A combined statement of revenues, expenditures, and changes in fund balances — budget and actua —
general and special revenue fund types (and similar governmental fund types for which annual budgets have
been legally adopted). A budget actually approved in the minutes of the entity’s governing board should be
used to prepare this statement.

« Combining statements of governmental fund revenues, expenditures, and changes in fund balances by fund
type.

o Individual statements of revenues, expenditures, and changes in fund balance for each fund — where

necessary to present fund operating results— and schedules necessary to demonstrate compliance with
finance-related legal and contractual provisions.

Proprietary Funds:

« A combined statement of revenues, expenses, and changes in retained earnings (or equity) — al proprietary
fund types.

« A combined statement of cash flows — al proprietary fund types.

« Combining statements of proprietary fund revenues, expenses, and changes in retained earnings (or equity) by
fund type.

« Combining statements of proprietary fund cash flows by fund type.

« Individual statements of revenues, expenses, and changes in retained earnings (or equity) and statements of

cash flows for each proprietary fund — where necessary to present fund operating results and changesin cash
— and schedules necessary to demonstrate compliance with finance-related legal and contractual provisions.
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FINANCIAL SECTION (continued) 420

Financial Statements and Schedules (continued) 422
2. (continued)
Fiduciary Funds:

» Expendable trust funds are similar to governmental funds (modified accrual basis) and should have similar
statements presented. Nonexpendable trust and pension trust funds are similar to proprietary funds (accrual
basis) and should have similar statements presented.

« At the GPFS (Combined Statements — Overview) level, trust fund operating statements may be presented
separately or within the combined operating statements of the governmental funds or the propriety funds, as

appropriate.
« A combining statement of changes in assets and liabilities— all agency funds.

Account Groups:

« A statement of changes in genera fixed assets (unless sufficiently disclosed in the notes to the financial
Statements).

« A statement of changes in general long-term debt (unless sufficiently disclosed in the notes to the financial
statements).

The operating statements should present al changes in the fund balance or retained earnings (or equity) that have
occurred during the reporting period. The beginning fund balance or retained earnings (or equity) on the operating
statements should equal the ending fund balance or retained earnings (or equity) as presented on the prior year's
financial statements.

Notesto Financial Statements 423

The notes to the financia statements shall include al notes that are essential to assure a fair presentation and
adequate disclosure of the financial position and operating results of the entity. Section 2300 of the Codification of
Governmental Accounting and Financial Reporting Standards, published by the GASB, identifies specific notes that
are essential to fair presentation of the financial statements.

The notes essential to fair presentation of the financial statements include:

« Summary of significant accounting policies

» Cash deposits with financia institutions

« Investment and Investment Pools" (Including Cash in County Treasury)
« Significant contingent liabilities

« Encumbrances outstanding

« Significant effects of subsequent events

« Pension plan obligations

« Material violations of finance-related legal and contractual provisions
« Debt service requirements to maturity

» Commitments under noncapitalized leases

« Construction and other significant commitments

« Changesin general fixed assets

« Changesin general long-term debt

« Any excess of expenditures over appropriationsin individual funds

« Deficit fund balance or retained earnings of individual funds

« Interfund receivables and payables

GASB 31 established accounting and reporting requirements for certain LEA investments. The following is alist of investments
that may be affected: (a) participating interest-earning investment contracts; (b) external investment pools; (c) open-end mutual
funds; (d) debt securities; and (e) equity securities, option contracts, stock warrants, and stock rights.
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FINANCIAL SECTION (continued) 420

Notesto Financial Statements (continued) 423

The above notes to the financial statements disclosures are not all-inclusive and additional disclosures should be
made if applicable. For example, such additional disclosures may include the following:*

« Entity risk management activities

o Claimsandj udgments2

» Property taxes

» Segment information for Enterprise Funds

» Budget basis of accounting and budget/GAAP reporting differences not otherwise reconciled in the GPFS
« Short-term debt instruments and liquidity

« Joint ventures (joint powers agreements)

» Pass-through grants

» Related party transactions

» Capita leases

» Postemployment benefits other than pension benefits
« Extinguishment of debt

« Operating leases®

« Employer pension expenditur%2

« Special termination benefits >

« Compensated absences?

Additional information on suggested areas to be considered for notes to the financia statements disclosures, as listed
above, may be found in the Illustrative Audit Report, Appendix A. This illustrative report also provides guidance for
the sequence of note disclosures.

SUPPLEMENTARY INFORMATION SECTION 430
The supplementary information section of the report discloses additional financial and statistical information
regarding the entity's financial reports, attendance, and federal and state categorical aid programs. This
supplementary information is required by OMB Circular A-133 and the State Controller.

Schedules 431

The schedules listed below are required of al entities. Omission of any schedule must be fully explained in the notes
to the supplementary information:

« Schedule of Average Daily Attendance: This schedule discloses average daily attendance data for both the second
period and annual reports. The information is reported by class level and program as appropriate.

« Schedule of Instructional Time: This schedule provides information on the amount of instructional time and days
offered by the LEA for purposes of determining compliance with the provisions of Incentives for Longer
Instructional Day.

This is a partial listing of additional disclosures that may be included. Refer to Section 2300 of the Codification of
Governmental Accounting and Financial Reporting Standards for the complete listing.

Total amount calculated for the year for which the current portion is reported in the operating statement and the

noncurrent portion is reported in the general long-term debt account group (if not reported on the face of the financial
statements).
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FINANCIAL SECTION (continued) 420
Schedules (continued) 431

« Schedule of Financial Trends and Analysis (LEAs only): This schedule discloses financial and attendance figures
for the most recent three-year period (beginning with the year being audited), plus the current year's budget. The
information is analyzed to determine the financial condition of the LEA.

« Schedule of Expenditures of Federal Awards: This schedule discloses total expenditure information for all federal
awards. This schedule is required of all entities, regardless of whether the entity is subject to OMB Circular A-133
provisions or not.

» Reconciliation of Annual Financial and Budget Report (J-200/400/600) with Audited Financial Statements: This
schedule discloses the differences between the ending fund balance(s) per the audited financial statements and the
unaudited ending fund balance(s) per the annual financial and budget report for each fund in which a variance
occurs. The annual financial and budget report used to reconcile to the audited financial statements should be the
one originally submitted by the entity to CDE. Revised annua financial and budget reports submitted to CDE
subsequent to the original report should not be used for reconciliation purposes.

Notes to the supplementary information should be presented as deemed necessary.
OTHER INDEPENDENT AUDITOR’SREPORTS 440

Report on Compliance and on Internal Control over Financial Reporting 441
Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

Government Auditing Standards requires that the auditor report on the entity’s compliance with laws, regulations,
contracts, and grants that may have a material effect on the financial statements and report on the assessment of the
internal control structure as part of the financial audit, regardless of the applicability of the Single Audit Act. If a
single audit is performed, the auditor must also report on the assessment of the entity’s internal controls used in
administering federal awards.

Both AICPA standards and generally accepted government auditing standards require a proper assessment of control
risk as a part of the audit. The assessment of control risk establishes a basis for determining the extent to which
auditing procedures are to be redtricted, and it is an intermediate step in forming an opinion on the financia
statements. An auditor’ s report on this assessment is required for every entity audit.

Thisreport must identify the following:

« Materia instances of noncompliance.
« A definition of reportable conditions and the reportable conditions disclosed as aresult of the audit.

« A definition of material weaknesses and the material weaknesses, if any, that were disclosed as a result of the
audit.

« If applicable, a statement that other matters involving the internal control structure and its operation were
communicated to management in a separate | etter.

Material instances of noncompliance are defined as failures to follow requirements, or violations of prohibitions,
contained in all statutes, regulations, contracts, or grants that cause the auditor to conclude that the aggregation of the
misstatements resulting from those failures or violations is material to the financial statements. When material
instances of noncompliance are found, the auditor should modify the report on compliance to identify these instances
and state in the report that such noncompliance was considered in forming an opinion on the fair presentation of the
financial statements.
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OTHER INDEPENDENT AUDITOR’'S REPORTS (continued) 440

Report on Compliance and on Internal Control over Financial Reporting 441
Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards (continued)

If nonmaterial instances of noncompliance are observed during the audit, the auditor is required to inform
management of those instances. If the communication is made in writing, the report on compliance with laws and
regulations should refer to the separately issued management letter.

Reportable conditions are significant deficiencies in the design or operation of the internal control structure that
could adversely affect the organization’s ability to record, process, summarize, and report financial data consistent
with the assertions of management in the financial statements.

A reportable condition becomes a material weakness when the specific elements of the condition do not reduce to a
relatively low level the risk that errors or irregularities in amounts that may be material to the financial statements
being audited may occur and not be detected within atimely period by employeesin the normal course of performing
their assigned functions.

Should the auditor find no reportable conditions during an audit, the report should state that no material weaknesses
were found. A sample paragraph for this situation is included in the example in the Illustrative Audit Report
(Appendix A).

Auditors must communicate to the audit committee, or its equivalent, any reportable conditions and material
weaknesses discovered during the course of the audit. In addition, the auditor should communicate to management,
either verbally or in writing, any deficiencies in the internal control structure that are not significant enough to be
reportable conditions. If the auditor has issued a separate written communication (management letter) describing
such “nonreportable conditions,” that communication should be referred to in this report.

Report on Compliance with Requirements Applicableto Each Major Program and 442
Internal Control over Compliance in Accordance With OMB Circular A-133

In addition to the Government Auditing Standards, the Single Audit Act and the OMB Circular A-133 require the
auditor to report whether the auditee has complied with laws, regulations, and the provisions of contracts or grant
agreements and has established and maintained effective internal control over compliance with the requirements for
major programs.

The scope of the compliance review of federal awards is prescribed by OMB Circular A-133 and is contingent on the
expenditures and the size and number of federal programs. The actual compliance testing requires the use of the
Compliance Supplement, which includes compliance requirements for most of the largest federal programs. The
scope of internal control review consists of gaining sufficient understanding of the auditee’s internal control over
federal programs to plan the audit to support alow assessed level of control risk for major programs.

The auditor is required to disclose instances of noncompliance with applicable compliance requirements and al
matters in the internal control considered reportable conditions and whether such conditions were considered to be
material weaknesses. In addition, the auditor is required to disclose any known questioned costs in excess of $10,000
pertaining to compliance with a major program requirements.

The auditor should remember that any finding related to compliance requirements may affect the auditor’s opinion

on the financia condition of the entity. Therefore, the findings should be evaluated as to their effects, if any, upon
the entity’ sfinancial statements and supplementary information.
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OTHER INDEPENDENT AUDITOR’S REPORTS (continued) 440
Auditor’sReport on State Compliance 443

The auditor must prepare a report for the audit of state compliance requirements. The report shall contain an
expression of positive assurance with respect to compliance with applicable laws and regulations for those items
tested in accordance with the Sandards and Procedures for Audits of California K-12 Local Educational Agencies
and negative assurance for untested items.

All material instances of noncompliance with state compliance requirements must be reported in terms of the items
or monetary amounts questioned. These findings, along with specific recommendations for corrective action and the
entity’s response to the findings, must be disclosed in the Schedule of Findings and Questioned Costs section of the
report. For more information, see Section 450.

FINDINGSAND RECOMMENDATIONSSECTION 450
1. Schedule of Audit Findings and Questioned Costs

All findings, including internal control and compliance findings, shall be disclosed in this section. In accordance
with the reporting standards described in Government Auditing Standards, the description of the finding shall
include the following elements: criteria, condition, effect, and cause. In addition, pursuant to Education Code
Section 14503(a), if a school district is not in compliance with a requirement that is a condition of eligibility for
the receipt of state funds, the audit report shall include a statement of the number of units of average daily
attendance, if any, that were inappropriately reported for apportionment.

Pursuant to Assembly Bill 1115 (Chapter 78, Statutes of 1999) school districts and/or county offices of education
can no longer submit retroactive waivers regquests to the State Board of Education; however, State Board of
Education waivers may be submitted in accordance with Education Code Sections 41344.3 and 46206.

Pursuant to Assembly Bill 1115 (Chapter 78, Statutes of 1999), school districts and county offices of education
may continue to submit requests for waivers to the Superintendent of Public Instruction (SPI) related to minor or
inadvertent noncompliance with the statutes and regulations relating to attendance accounting and reporting in
accordance with Education Code Section 41609. The SPI may grant such waivers with the approval of the
director of Department of Finance. In addition, refer to Education Code Section 41344 for provisions regarding
the resolution of “apportionment significant audit exceptions.”

Findings involving federal programs must be identified by the program name, federal catalog number, and grant
number (if applicable).

The auditor’s description of the federal finding should provide adequate information for the oversight agency and
pass-through entity (state and federal departments) to determine the magnitude of the problem and the potential
fiscal impact. If the auditor has not determined and reported the fiscal impact (quantified) of the noncompliance,
the sample size selected and the number of selected items determined to be not in compliance should be included
in the finding.

Findings that require no corrective action should be presented with a statement to that effect, which includes the
specific reasons why no action is necessary.

This section should aso include a list of any federal and state financia reports that should have been included
within the scope of the audit, but had not been filed with the appropriate agencies before the end of the auditor’'s
field work. However, a finding would not be relevant if the applicable federal or state financial reports were not
due to the proper agencies before the end of the auditor’s field work.

2. Coding and Content of Audit Findings

Assembly Bill 3627 (Chapter 1002, Statutes of 1994) has revised the process of monitoring the resolution of
exceptions noted in the annual audits of local educational agencies. AB 3627 amended Education Code Section
41020 to shift some audit resolution oversight responsibilities from the Superintendent of Public Instruction to
County Superintendents of Schools.
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In order to alow the county offices and the CDE to properly evaluate and resolve audit findings, all findings
must include a criteria on which the finding was based and a recommendation for the resolution of the finding.
Additionally, all findings that may result in an adjustment to apportionment must be quantified.

Beginning with audits of FY 1994-95, the State Controller will require auditors to follow the requirements of AB
3627 and categorize audit exceptions to indicate which are to be resolved under county superintendent follow-up
and which remain the responsibility of the CDE.

Audit findings will be classified as one of six types of findings and assigned a five-digit code. The classification
that the auditor assigns will determine whether the exception isto be followed up by the Superintendent of Public
Instruction or the County Superintendent of Schools.

All audit findings must be identified as one or more of the following six categories:

Five-Digit Code AB 3627 Finding Types
10000 Attendance
20000 Inventory of Equipment
30000 Internal Control
40000 State Compliance
50000 Federal Compliance
60000 Miscellaneous

Some findings may require more than one code. For example, a finding could be both internal control and federal
compliance.

Please note: Many auditors double-code attendance-related findings as attendance (10000) and state compliance
(40000). Although thisis reasonable as these findings do come under the “ State Compliance” section of the Audit
Guide, for coding purposes, attendance findings should receive only one code, the 10000 attendance finding
designation. Findings related to “Incentives for Longer Instructional Day/Year” should also be coded only as
10000 because of the direct relationship to attendance-rel ated apportionment calculations.

If findings are not coded with the five-digit number, the report will be rejected.
The five-digit code will be expanded in subsequent years to allow for more detailed classification.

Cdlifornia Department of Education Management Advisory 95-03 contains further information on the
implementation of AB 3627.

3. Corrective Action Plans

A corrective action plan for each finding and recommendation must be prepared by the entity and submitted as
part of the audit report. The corrective action plan must describe the specific actions planned or taken to correct
the problem noted by the auditor. General comments such as “will implement,” “accepted the recommendation,”
or “will discuss at alater date” are not considered adequate.

If the entity feels that the corrective action recommended by the auditor is not necessary or appropriate, a
statement to that effect must be provided that includes the specific reasons why no action is necessary or

appropriate.

If the entity does not submit a corrective action plan before the report is prepared, the auditor should include a
statement that the corrective action plan was not available. The entity should prepare and distribute a corrective
action plan to al holders of the audit report within 60 days after the issue date of the audit report.

4. Management Letters

A copy of each management letter issued during the audit shall be included in this section of the report.
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5. Summary Schedule of Prior Audit Findings

The status of actions taken by the entity on findings and recommendations reported in the prior-year audit shall
be presented in this section. Auditors should carefully determine that al prior-year findings and
recommendations, including those items separately reported under either the program compliance or internal
control sections, are addressed. If not, then the auditor shall immediately notify the appropriate county office of
education and the State Department of Education and restate the exception in the audit report.

Prior-year findings that have not been corrected should be included as current-year findings and
recommendations as well.

REPORTING ISSUES 470
Reporting Entity 471

As previoudly discussed in Section 333 of this audit guide, the auditor must determine whether any separate entities
should be included as component units of the LEA for financial reporting purposes. The criteria for this
determination are set forth in GASB Statement No. 14, “The Financia Reporting Entity.”

If an entity satisfies the criteria for inclusion as a component unit of the LEA, the auditor should follow the reporting
guidelines set forth in GASB Statement No. 14. Because the relationship between each LEA and each component
unit is different, the methods used to include each component unit in the LEA’s financia statements also will differ.
The financial statement information for each component unit should be reported using one of the following methods:

1. Blending the component unit’s financial statements into those of the LEA. This method should be used if either
of the following criteriais applicable:

« The component unit’'s governing body is substantively the same as the governing body of the LEA; or
« The component unit provides services solely to the LEA or otherwise exclusively benefits the LEA.

2. Discrete presentation of the component unit’s financial statements within the financial statements of the LEA.
This method should be used if the unit does not qualify for presentation by blending, but does meet either of the
following criteria:

« The component unit provides afinancial benefit to, or imposes a financial burden on, the LEA; or
o TheLEA isabletoimposeitswill onthe component unit.

3. Inclusion of the component unit’s financial information by note disclosure only within the financial statements of
the LEA. This method of reporting should be used if either of the following criteriais applicable:

« Thereisno financial interdependency between the component unit and the LEA; or
o TheLEA isunableto imposeits will on the component unit.

Regardless of the method used to report the activity of each component unit, the LEA’s financial statements should
include the following note disclosures:
« A brief description of each component unit, including its relationship to the LEA;

o A description of the criteria used in determining the basis for inclusion of each component unit in the LEA’s
financial statements; and

o A description of the reporting method used for inclusion of the component unit within the LEA’s financial
statements.
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Going Concern 472

Each LEA’s audit report is required to contain a Schedule of Financial Trends and Analysis in the supplementary
information section. Even though a JPE’'s audit report is not required to contain this schedule, the auditor's
responsibility to evaluate whether there is substantial doubt about the JPE’ s ability to continue as a going concern for
a reasonable period of time still exists. Based on the auditor’s evaluation, certain disclosures regarding the entity’s
(LEA or JPE) ability to continue as a going concern for a reasonable period of time may be required. A discussion of
the schedule and the disclosure requirements follows.

1. Schedule of Financial Trends and Analysis (LEAsonly)

This required schedule provides the auditor with information that can be used to evaluate the LEA’s financia
position and going concern status.

Asexplained in Section 331, the auditor is responsible for evaluating whether there is substantial doubt about an
entity’s ability to continue as a going concern. As part of this evaluation, each LEA audit report must include a
minimum supplementary information disclosure on the financial condition of the LEA. An example of the
schedule is presented in the Illustrative Audit Report, Appendix A.

Supplementary information must include actual amounts for the past three years (beginning with the year being
audited), plus the current year’s budgeted amounts, for the following items:

» Genera Fund financial activity, including total revenue, expenditures, and other sources and uses;

« Genera Fund balance;

» Available reserve balances (funds designated for economic uncertainty, and any other remaining undesignated
fund balance) from the General Fund, the Special Reserve Fund, or within any Article X111-B Trust Funds;

» Available reserve balances expressed as a percentage of total General Fund outgo (expenditures, transfers out,
and other uses), including a comparison to the applicabl e state-recommended available reserve percentage;

« Tota long-term debt; and
« Elementary and secondary P-2 average daily attendance (ADA), excluding ROC/P and adult ADA.

If the LEA’s percentage of available reserves to total General Fund outgo is below the state-recommended
percentage, the schedule must include management’s plans for increasing the LEA’s available reserve percentage.

2. Disclosure Requirements

AU Section 341 of the Codification of Statements on Auditing Standards and SAS No. 64, both issued by the
AICPA, provide guidance to the auditor regarding disclosure requirements relating to the entity’s ability to
continue as a going concern.

After identifying conditions and events and management’s plans for dealing with the adverse effects of the
conditions and events, the auditor may conclude that:

« Substantial doubt about the entity’s ability to continue as a going concern for a reasonable period of time is
alleviated; or

o Thereis substantial doubt about the entity’s ability to continue as a going concern for a reasonable period of
time.
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Going Concer n (continued) 472
2. (continued)

If the auditor concludes that there is no substantial doubt about the entity’ s ability to continue as a going concern
for a reasonable period of time, the auditor should consider the need for disclosure of the principal conditions
and events that initially caused the auditor to believe there was substantial doubt. Such disclosure would also
include the possible effects of such conditions and events, and any mitigating factors, including management’s
plans.

If the auditor concludes there is substantial doubt about the entity’s ability to continue as a going concern for a
reasonable period of time, the auditor should consider the possible effects on the financia statements and the
adequacy of the disclosure. Additionally, the audit report should include an explanatory paragraph, following the
opinion paragraph, to reflect that conclusion. The explanatory paragraph must explain the auditor’s conclusion by
using the phrase, “ substantial doubt about its ability to continue as a going concern.”

If the auditor concludes that the entity’s disclosures with respect to the entity’s ability to continue as a going
concern for areasonable period of time are inadequate, a departure from GAAP exists. This may result in either a
qualified (except for) or an adverse opinion. For the reporting requirements, refer to the Codification of
Satements on Auditing Standards, AU Section 508, “Reports on Audited Financial Statements,” issued by the
AICPA.

Compensated Absences 473

Section C60, “Compensated Absences,” in the Codification of Governmental Accounting and Financial Reporting
Sandards, and Governmental Accounting Standards Board (GASB) Statement No. 16, “Accounting for
Compensated Absences,” provide criteria to assist in determining proper recognition, accounting, and reporting of
the liabilities for compensated absences.

GASB Statement No. 16 reguires that vacation leave and other compensated absences with similar characteristics be
accrued as a liability as the benefits are earned by the employeesif:

» Theleaveisattributable to past service; and

« Itisprobable that the employer will compensate the employees for the benefits through paid time off or some other
means, such as cash payments at termination or retirement.

Sick leave and other compensated absences with similar characteristics should be accrued as a liability as the
benefits are earned by the employees, but only to the extent it is probable that the employer will compensate the
employees for the benefits through cash payments conditioned on the employees termination or retirement
(“termination payments’). Alternatively, the liability should be measured based on the sick leave and other
compensated absences with similar characteristics accumulated at the balance sheet date by those employees who
currently are eligible to receive termination payments, as well as other employees who are expected to become
eligible in the future to receive such payments. When the liability is calculated, these accumulations should be
reduced to the maximum amount allowed as a termination payment. Liabilities for compensated absences should be
measured using the pay or salary ratesin effect at the balance sheet date.

In governmental funds, the primary emphasis is on the flow of financial resources, and expenditures are recognized
on the modified accrual basis. Accordingly, if al conditions of GASB Statement 16 are met, the amount of
compensated absences recorded as expenditures in governmental funds shall be the amount accrued during the year
that would normally be liquidated with expendable available financia resources.
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Compensated Absences (continued) 473

Since governmental fund balance sheets reflect current liabilities, only the current portion of the liability should be
reported in the fund. The current portion is the amount left unpaid at the end of the reporting period that normally
would be liquidated with expendable available financial resources. The remainder of the liability should be reported
in the General Long-Term Debt Account Group.

Nonvesting sick leave benefits that accumulate and are carried forward to succeeding years are generally not
recognized as aliability since payment of such compensation is not probable.

NOTE: The California Department of Education issued a Management Advisory (95-05) on GASB 16.
Pension Disclosures 474

The notes to the financial statements must include adequate disclosure of the entity’s participation in employee
retirement systems. Section P20 of the Codification of Governmental Accounting and Financial Reporting
Sandards, FASB Statement No. 35, and GASB Statement 27 provide the principal guidance for pension disclosures.

Pursuant to Government Accounting Standards Board (GASB) Statement 27, the annual audits of school districts for
the 1999-2000 fiscal year are required to include certain information in the notes to the financial statements for
school district pension plans. Most school districts in California participate in a*“ cost-sharing defined benefit pension
plan.” Qualified employees are covered under multiple-employer contributory retirement plans maintained by
agencies of the State of California. Certificated employees are members of the California State Teachers Retirement
System (STRS), and classified employees are members of the California Public Employees Retirement System
(CaAPERS). The required pension note disclosure information is as follows:

Plan Description

» The name of the plan, identification of the public employee retirement system or other entity that administers the
plan, and identification of the plan as a cost-sharing multiple-employer defined benefit pension plan.

« A brief description of the types of benefits and authority under which benefit provisions are established or may be
amended.

» Whether the pension plan issues a stand-alone financial report or is included in the report of a public employee
retirement system or other entity, and how the report can be obtained.

Funding Policy

« Authority under which the obligations to contribute to the plan by the plan members, employer(s), and others are
established or may be amended.

« Required contribution rate(s) for active plan members.
« Required contribution rate(s) of the employer in accordance with the funding policy, in dollars or as a percentage

of current year covered payroll. A cost-sharing plan must disclose the required contributions in dollars and the
percentage of that amount contributed for the current year and each of the two preceding years.
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Other Post-Employment Benefit Plan Disclosures 475

The notes to the financial statements must include adequate disclosure of the entity’s participation in other post-
employment benefit plans (OPEB). GASB Statement No. 12, “Disclosure of Information on Post-employment
Benefits Other Than Pension Benefits by State and Local Governmental Employers,” provides guidance for proper
OPEB disclosures.

OPEB may include virtually any post-retirement health care benefits (including health care benefits provided through
PERS), such as illness, dental, vision, and hearing. In addition, such benefits may include life insurance, disability
income, tuition assistance, legal services, and other assistance programs.

The following disclosures must be made by entities that provide post-employment benefits other than pension
benefits:

1. A description of the OPEB provided; employee groups covered; eligibility requirements; and the employer and
participant obligations to contribute, quantified in some manner (for example, the approximate percentage of the
total obligation to contribute that is borne by the employer and the participants, respectively, or the dollar or
percentage contribution rates).

2. A description of the statutory, contractual, or other authority under which OPEB provisions and obligations to
contribute are established.

3. A description of the accounting and financing or funding policies followed; for example, a statement that the
employer’s contributions are financed on a pay-as-you-go basis or are advance-funded on an actuarially
determined basis. If OPEB are advance-funded on an actuarially determined basis, the employer should also
disclose the actuarial cost method and significant actuarial assumptions (including the interest rate and, if
applicable, the projected salary increase assumption and the health inflation assumption) used to determine
funding requirements, and the methods used to value plan assets.

4. The following expenditure information, depending on how OPEB are financed:

« If OPEB are financed on a pay-as-you-go basis, the amount of OPEB expenditures recognized during the
period by the employer (net of participant contributions) and the number of participants currently eligible to
receive benefits should be disclosed. If expenditures for OPEB cannot readily be separated from expenditures
for similar types of benefits provided to active employees and their dependents, employers should use
reasonable methods to approximate OPEB expenditures. If a reasonable approximation cannot be made,
employers should state that OPEB expenditures cannot be reasonably estimated.

« If OPEB are advance-funded on an actuarialy determined basis, disclosures should include the number of
active plan participants, the employer’s actuarially required and actual contributions for the period (net of
participant contributions), the amount of net assets available for OPEB, and the actuarial accrued liability and
unfunded actuarial accrued liability for OPEB according to the actuarial cost method in use.

5. A description (and the fiscal effect, if measurable) of any significant matters that affect the comparability of the
disclosures required by this paragraph with those for the previous period (for example, a change in benefit
provisions).

6. Any additiona information that the employer believes will help users assess the nature and magnitude of the cost
of the employer’s commitment to provide OPEB.
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Contingencies 476

The need to disclose loss contingencies under FASB Statement No. 5, Accounting for Contingencies, is a condition
that the auditor should be aware of due to the potential effect on the entity’s financial statements. When a loss
contingency exists, the likelihood that the future event or events will confirm the loss or impairment of an asset or the
incurrence of aliability can range from probable to remote.

An estimated loss from a contingency should be accrued by a charge to income if both of the following conditions
are met:

« Information available prior to issuance of the financial statements indicates that it is probable that an asset had
been impaired or aliability had been incurred at the date of the financia statements; and

« The amount of |oss can be reasonably estimated.

If there is a reasonable possibility that aloss may occur, disclosure of that loss is required. The note to the financial
statements should indicate the nature of the contingency and give an estimate of the possible loss or range of loss. If
the auditor is unable to arrive at an estimate, the note should state that such an estimate cannot be made.

Remote loss contingencies, such as guarantees of indebtedness to others or the potential for future categorical aid
program audit exceptions, should be disclosed in the notes to the financial statements. The disclosure should include
the nature and amounts of the guarantee.

L eases 477

The auditor must consider the proper accounting and financial reporting treatment for lease agreements of the
reporting entity. Section L20, “Leases,” in the Codification of Governmental Accounting and Financial Reporting
Sandards, FASB Statement No. 13, and GASB Statement No. 13 provide guidance in this area. Properly
distinguishing between capital and operating |eases should be a major concern of the auditor.

Generally, if the lease agreement meets one or more of the following criteria, the lease should be classified as a
capital lease:

« Ownership transfersto lessee at end of the lease term.

» Agreement contains a“bargain purchase” option.

o Leasetermis75% or more of the estimated economic life of the property.

» Present value of the minimum lease payments is 90% or more of the fair market value of the property.

If the lease agreement is financed from general resources, the asset should be recorded as a general fixed asset and
the liability as along-term debt of the entity.

Leases containing a fiscal funding clause must be evaluated to determine whether the uncertainty of possible
cancellation is a remote contingency. FASB Statement No. 13 states, “alease is cancelable (i) only upon occurrence
of the remote contingency . .. shall be considered ‘noncancelable.’” The economic substance of most lease
agreements with fiscal funding or cancellation clauses is that they are essentially long-term contracts. If the
possibility of cancellation is remote, the lease should be capitalized.

Lease agreements between LEAs and public benefit corporations must be evaluated to determine whether the
corporation is a component unit of the LEA as discussed in Section 333.
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Property acquired through the use of a certificate of participation (COP) should be accounted for in the same manner
as property acquired through lease-purchase. The asset should be recorded in the asset records of the entity and the
liahility recorded in the appropriate debt accounts.

The following information regarding leases should be disclosed in the financial statements and notes.
1. For capital leases:

« Capitalized value of the asset acquired;

« Total long-term debt, at present value; and

« Future minimum lease payments as of the date of the balance sheet, in the aggregate and for each of the five
succeeding fiscal years, with a separate deduction for imputed interest and other executory costs.

2. For operating leases having noncancelable lease terms in excess of one year, future minimum rental payments, in
the aggregate and for each of the five succeeding fiscal years.

3. For all operating leases, rental expense for the fiscal year. For operating leases that contain scheduled rent
increases and have terms beginning after June 30, 1990, the financial statements and note disclosures must
present rental expense in accordance with the provisions of GASB Statement No. 13.

4. A genera description of the entity’ s leasing arrangements including:

» Thebasison which contingent rental payments are determined;
« Theexistence and terms of renewal or purchase options and escalation clauses; and
» Redtrictions imposed by |ease agreements.

Certificates of Participation 478

The auditor must consider the proper accounting and financial reporting treatment for a certificate of participation
(COP) issued by an LEA. COPs are used as a financing mechanism by school districts and county offices to provide
capital for items such as the purchase of eguipment, the financing of construction projects, the refinancing of existing
leases, and the funding of liability insurance. The majority of COP issuances, however, are financing instruments that
provide long-term financing through a tax-exempt lease for the purpose of financing capital assets.

Presentation in the financial statements and notes is dependent upon the financing arrangements involved in each
COP issuance. The following examples illustrate three common types of COP financing arrangements in which
LEAs may be involved, and the reporting requirements of each:

Examplel- The COPs are issued on behaf of an LEA, and a leasing company, bank, or financing authority
acquires capital assets with the COP proceeds and then leases them to the LEA in an “arms length”
transaction. Such leases should be evaluated and, in most cases, reported in the financial statements
and notes as a capital lease. (See Section 477 for the description of |leases.)

Example2- A joint powers entity or financing authority is created to issue COPs on behalf of specific participating
LEAs. The COP documents clearly specify the portion of debt for which each LEA isresponsible. The
LEAs are under obligation to make principal and interest payments to the entity in order to liquidate
the outstanding COP debt. Each LEA’s portion of this long-term debt should be disclosed in the
financial statements and notes.
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Certificates of Participation (continued) 478

Example3- The LEA has formed a nonprofit corporation (such as a building corporation), which is a component
unit of the LEA for reporting purposes, as discussed in Section 333. The corporation oversees the
issuance of the COPs on the LEA’s behalf, and uses the COP proceeds to obtain capital assets, which
are leased to the LEA. The corporation has the responsibility of making the principal and interest
payments to the trustee for the reduction of the COP debt.

It is suggested that each LEA establish a debt service fund to account for the repayment of the current portion of the
debt obligation and for any reserves held for debt service, but such afund is not required.

Reporting Requirements

The following information should be disclosed in the financia statements and notes:

1. For capital leases (Example 1):
« Capitalized value of the asset acquired;
« Total long-term debt, at present value; and

« Future minimum lease payments as of the date of the balance sheet, in the aggregate and for each of the five
succeeding fiscal years, with a separate deduction for imputed interest and other executory costs.

2. For payments on COPs (Examples 2 and 3):

« Reporting entity (Example 3 only);

o Debt service requirements to maturity; and

« Changesin long-term debt.
Short-Term Financing 479
When an LEA makes use of any short-term debt, such as tax and revenue anticipation notes (TRANS), or loans from
the county office of education, the CPA may be required to disclose this debt in the financial statements and/or the
notesto the financial statements. Loans from the county office of education should not be treated any differently than
other forms of short-term debt.

Debt Outstanding at Fiscal Year-End

Debt outstanding at fiscal year-end must be presented as a current liability on the balance sheet. Appropriate note
disclosure should a so be included in the notes to the financia statements.

Debt Paid Off by Year-End

When the short-term debt has been paid off before the fiscal year-end, the auditor’s judgment will determine if
disclosure is necessary. If the debt was incurred because of “seasonal” or timing problems related to cash flows, then
disclosure may not be required. However, if there is such a cash flow problem as to cause a going concern issue, or if
alack of such disclosure would cause the financial statements to be misleading, then the debt should be disclosed in
the audit report. The appropriate way to disclose this debt would be in a note to the financial statements, including
the amount of the debt, term of the debt, and the reason for the issuance.
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In-Substance Defeasance

In-substance defeasance occurs when an LEA deposits cash with an independent trustee to refund the outstanding
principal and interest of a particular debt issuance prior to the actual maturity date of the debt liability. This practice
of advance repayment, or defeasance, is commonly used by LEAsin conjunction with TRANS debt issuances.

Section D20 of the Codification of Governmental Accounting and Financial Reporting Standards sets forth the
reporting requirements for defeased debt. When debt is defeased, it is no longer reported as a liability on the balance
sheet at fiscal year-end. Appropriate disclosure of each debt in-substance defeasance should be included in the notes
to the financial statements.

Subsequent Events

When the short-term debt was issued after year-end and before issuance of the auditor’s report, the debt should be
disclosed as a subsequent event in the notes to the financial statements.

Interfund Transactions 480

The criteria for interfund transaction accounting as prescribed in Section 1800 of the Codification of Governmental
Accounting and Financial Reporting Standards are summarized below.

Quasi-External Transactions and Rei mbursements

1. Quasi-External Transactions. These transactions typically involve internal service fund hillings to other
departments (an example would be self-insurance fund charges to the general fund). Charges of this or a similar
nature should be recognized as revenues or expenditures in the fundsinvolved.

2. Reimbursements: Transactions that constitute reimbursements of a fund for expenditures or expenses initialy
made from it that are properly applicable to another fund should be recorded as expenditures or expenses (as
appropriate) in the reimbursing fund and as reductions of the expenditure or expense in the fund that is
reimbursed. (For example, an expenditure properly chargeable to a special revenue fund was initially made from
the general fund, which is subsequently reimbursed.)

Transfers

All interfund transactions except loans or advances, quasi-external transactions, and reimbursements are transfers.
Two types of transfers that occur frequently at school districts are described below.

1. Residua Equity Transfers. These transfers involve nonrecurring or nonroutine transfers of equity between funds
(e.g., contribution of enterprise fund or internal service fund capital by the general fund, subsequent return of all
or part of such contribution to the general fund, and transfers of residual balances of discontinued funds to the
genera fund or a debt service fund). Residual equity transfers should be reported as additions to or deductions
from the beginning fund balance of governmental funds. Residual equity transfers to proprietary funds should be
reported as additions to contributed capital; those from proprietary funds should be reported as reductions of
retained earnings or contributed capital, as appropriate in the circumstances.
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2. Operating Transfers:  All other interfund transfers (e.g., legally authorized transfers from a fund receiving
revenue to the fund through which the resources are to be expended, transfers of tax or assessment revenues from
a special revenue fund to a debt service fund, transfers from the general fund to a special revenue or capital
projects fund, operating subsidy transfers from the general fund to a specia revenue fund) are classified as
operating transfers. Operating transfers should be reported in the “ Other Financing Sources (Uses)” section in the
statement of revenues, expenditures, and changes in fund balance (governmental funds) and in the “Operating
Transfers’ section in the statement of revenues, expenses, and changes in retained earnings (proprietary funds).
Operating transfers thus affect the results of operationsin both governmental and proprietary funds.

Interfund transactions not covered explicitly above should be reflected according to their substance and with due
regard for adequate disclosure.

Transactions that are interfund should offset for the district as a whole (for example, “Operating Transfers In” should
equal “Operating Transfers Out™).

Joint Ventures 481

Joint ventures usually take the form of a joint powers agreement (JPA) between the LEA and other governmental
entities (e.g., other LEAS, cities, counties, etc.) to provide various services to the JPA members. Common forms of
JPAs may provide member LEAS with insurance coverage, pupil transportation services, or special education
classes. Section J50 of the Codification of Governmental Accounting and Financial Reporting Standards defines a
joint venture as:

A legal entity or other organization that results from a contractual arrangement and that is owned, operated, or
governed by two or more participants, as a separate and specific activity subject to joint control, in which the
participants retain (a) an ongoing financial interest (e.g., an equity interest in either assets or liabilities) or (b)
an ongoing financial responsibility.

The auditor must first determine whether the joint venture should be included as a part of the LEA reporting entity.
This is accomplished by evaluating the relationship between the LEA and the joint venture in terms of the reporting
entity criteria as discussed in Section 333. If the auditor determines that the joint venture is not part of the LEA
reporting entity, certain report disclosures are required.

When the LEA’s investments in the joint venture are made from a governmental fund (e.g., general fund), the joint
venture must be disclosed in the notes to the financial statements. These disclosures should include;

1. A genera description of each joint venture that:

« ldentifies the participants and their percentage shares;
» Describes the arrangements for selecting the governing body or management; and
« Discloses the degree of control the participants have over budgeting and financing.

2. Condensed or summary financia information on each joint venture, including:

« Baance sheet date;
o Tota assets, liabilities, and equity;

o Tota revenues, expenditures/expenses, other financing sources (uses) and net increase (decrease) in fund
bal ance/retained earnings; and

« Thereporting LEA’s share of assets, liabilities, equity, and changes during the year, if known.
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Joint Ventur es (continued) 481

3. Joint venture debt, both current and long-term, and the security for the debt. “ Security for the debt” is defined as
the resources that are expected to be used to repay the debt and/or may be legally or otherwise obligated to such
debt.

An example of ajoint venture disclosure is presented in the lllustrative Audit Report, Appendix A.
Budgetary Comparison Statements- Non-GAAP Budgets 482

If the budget is prepared on a basis consistent with GAAP, the actual data in the budgetary comparison statement
will be the same as in the Combined Statement of Revenues, Expenditures, and Changes in Fund Balances — Al
Governmental Fund Types. However, if the budgetary basis used differs materially from GAAP, budgetary data
should not be compared with GAAP-based operating data since these comparisons would not be meaningful. Rather,
the budgetary comparison statements should present comparisons of the legally adopted budget with actual data on
the budgetary basis. In such cases, this “actual” data would be different from the GAAP presentations in the
Combined Statement of Revenues, Expenditures, and Changes in Fund Balances - All Governmental Fund Types.
The difference between the budgetary basis and GAAP should be explained in the notes to the financial statements.

Long-Term Receivables 483

LEAs occasionally sell surplus property under agreements that provide for installment payments over severa years.
If these agreements involve general fixed assets of the LEA, the revenue received will be reported within
governmental funds. Since governmental funds only recognize revenues that are currently measurable and available,
the noncurrent portion of any long-term receivable should be deferred. The balance sheet presentation for a
long-term receivable would disclose the full amount of the receivable as an asset with the noncurrent portion
recorded as deferred revenue, a liability. Note disclosures should provide detailed information on the nature and
terms of the receivable.

Reservation and Designation of Fund Balance 484

The criteriafor reporting fund balance reserves and designations as prescribed in Section 1800 of the Codification of
Governmental Accounting and Financial Reporting Standards are summarized below.

In governmental fund accounting and reporting, use of the term “Reserved Fund Balance” should be limited to
indicating that a portion of the fund balance is not appropriable for expenditure or is legally segregated for a specific
future use. Examples include:

» Reservefor Inventories,;
» Reservefor Prepaid Expenses; and
« Reserve for Restricted Programs.

Where part of the fund balance is reserved, the remainder should be reported as “ Unreserved Fund Balance.”

Fund balance designations may be established to indicate tentative plans for financial resource utilization in a future
period, such as for general contingencies or for equipment replacement. Such designations reflect tentative
managerial plans or intent and should be clearly distinguished from reserves. Designations should be reported as part
of the unreserved fund balance, “Designated for...,” or disclosed parenthetically or in the notes to the financial
statements.
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REPORTING I SSUES (continued) 470

Reservation and Designation of Fund Balance (continued) 484

Example Fund Balance Presentation:

Fund Balances:
Reserved
Inventory
Prepaid expenses
Restricted programs
Unreserved
Designated for debt service
Designated for economic uncertainties
Undesignated
Total Fund Balance

Investments and | nvestment Pools 485

GASB 31 established accounting and reporting standards for LEA investments. The following is a list of investments
that may be affected: (a) participating interest-earning investment contracts; (b) external investment pools; (c) open-end
mutual funds; (d) debt securities; and (€) equity securities, option contracts, stock warrants, and stock rights.

The LEA should report investments, including the externa investment pooal, at fair value in the balance sheet (or other
statement of financia position). Fair value is defined as the amount at which a financial instrument could be exchanged
in acurrent transaction between willing parties, other than in aforced or liquidation sale. GASB 31 provides exceptions
to this rule by allowing the LEA to report some of its investments at amortized cost. The investment exceptions are as
follows:

« Short-term debt investments held in an external investment pool with remaining maturities of up to ninety days
provided that the fair value of those investments is not significantly affected by the impairment of the credit standing
of the issuer or by other factors.

« Nonparticipating contracts such as nonnegotiable certificates of deposit with redemption terms that do not consider
market rates, provided that the fair value of those contractsis not significantly affected by the impairment of the credit
standing of the issuer or other factors.

» Money market investments and participating interest-earning investment contracts that have a remaining maturity at
time of purchase of one year or less, provided that the fair value of those investments is not significantly affected by
the impairment of the credit standing of the issuer or by other factors.

« External investment pools that operate in a manner consistent with the Securities and Exchange Commission, Rule
2al.

Schedule of Expenditures of Federal Awards 486

OMB Circular A-133 requires that a schedule of expenditures of federal awards be included in the single audit
report. The State Controller’s Office requires in addition that al entities include this schedule in their annual audit
reports regardless of whether or not a single audit has been performed.

The purpose of the Schedule of Expenditures of Federal Awards is to provide information to federal and state
agencies on programs for which they are responsible. The financial information presented on the schedule should be
derived from the same books and records that serve as the basis for preparation of the financial statements. The
schedule should be prepared on a basis consistent with other federal and grant reports. However, the schedule's data
may not fully agree with other grant reports because, among other factors, (1) the grant reports may be prepared on a
different fiscal period, or (2) the grant reports may include cumulative data (from prior years) rather than only
current-year data.
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Schedule of Expenditures of Federal Awards (continued) 486
Federal Awards

The schedule must include all federal assistance programs. All forms of financial assistance including grants, loans,
loan guarantees, property, cooperative agreements, interest subsidies, insurance, food commodities, or direct
appropriations must be included. Maintenance and Operations funds (PL 81-874), forest reserve funds, and similar
grants for which the LEA does not have to account to the federal government must be included in the schedule. Food
commodities should be reported on the schedule at fair market value. The invoices for commodities delivered
contain the fair market value per unit.

The fund or funds used to account for federal assistance have no bearing on what to include on the schedule. Thus,
child nutrition programs accounted for in a cafeteria fund should be included, as would IASA (Improving America' s
Schools Act), formerly ESEA, funds accounted for in the LEA’s general fund.

Preparing the Schedule

An example of the scheduleisincluded in the Illustrative Audit Report in Appendix A.
The following is a brief description of the data that is to be presented on this schedule:

o Federa Grantor/Pass-Through Grantor/Program or Cluster Title: List individual federal programs by federal
agency. Federal programs should be identified by the program name per the Compliance Supplement
(Section 530).

o Federal CFDA Number: Use the five-digit federal CFDA number per the Compliance Supplement (Section 530).
For example, Title 1 Grantsto Loca Educational Agenciesis CFDA number 84.010.

» Pass-Through Entity Identifying Number: For federal awards received as a subrecipient, the identifying number
assigned by the pass-through entity should be included in the schedule.

o Federa Expenditures: This column should present expenditures charged to the program per the entity’s
accounting system, including year-end accruals for accounts payable, if applicable. This should include total
expenditures for all federal assistance programs.

NOTE: In those programs where expenditures for each individual program are not separately tracked (e.g.,
National School Lunch), or where cash received is deposited into the general fund (e.g., Forest Reserve, Impact
Aid — Maintenance and Operations), the auditor may assume that program expenditures are equal to total
program revenues.

« Notesto the schedule should include the following:

« A description of the significant accounting policies used in preparing the schedule.
« Thetotal amount provided to subrecipients from each federal program.

Schedule of Instructional Time 487

This schedule presents information that demonstrates the LEA’s compliance with requirements applicable to the
Incentives for Longer Instructional Day/Year. The criteria for determining compliance is contained in Education
Code Sections 46200 through 46206. The background and criteria can be found in the State Compliance
Requirements in this audit guide.

For information on time incentives, refer to Attendance Accounting and Reporting in California Public Schools,
published by CDE in 1991.
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REPORTING I SSUES (continued) 470
Schedule of Instructional Time (continued) 487
School Digtricts

The schedule is required for all school districts that received incentive funding for increasing instructional time
during each of three fiscal years: 1984-85, 1985-86, and 1986-87. Districts that received incentives must demonstrate
that the instructional minutes offered have been maintained during subsequent fiscal years in order to retain the base
revenue limit incresse.

The minutes shown on the schedule are a district-wide compilation, which demonstrates the district’s compliance
with the instructional minutes requirements. If one or more school sites are not in compliance, a separate schedule
for each site must be prepared that shows only those grade groupings that do not comply.

The following is a brief description of the data that is to be presented in each column of the instructiona time
schedule. An example of the schedule isincluded in the Illustrative Audit Report in Appendix A.

» 1982-83 Actual Minutes: FY 1982-83 is the base year for the longer day incentives. This data must be presented
because all schools must offer at |east the greater of the goal amount or the actual number of minutes offered in the
base year. The minutes offered must exclude noninstructional time, such as recess (except in kindergarten) and
lunch periods, and must be adjusted to reflect the shortened instructional time offered on minimum days.

» 1986-87 Minutes Requirement: The number of minutesis fixed by Education Code Section 46201. These amounts
are the goals that districts should have met by FY 1986-87.

» 2001-02 Actual Minutes: Thisis the amount of time actually offered by the district in the fiscal year under audit.
The minutes must exclude noninstructional time as noted above. These minutes must equal at least the greater of
the 1986-87 goal or the 1982-83 actual minutes.

» Number of Days— Traditional Calendar: List the number of days offered by schools on atraditional or year-round
calendar (single track). If various school sites have different amounts of instructional days for the same grade
level, the auditor should present the instructional days for the school with the lowest number of days. Note:
Beginning with fiscal year 2002-03, school districts that receive Longer Instructional Y ear Incentive Funding may
be subject to a penalty if they fail to offer 180 instructional days. Refer to Education Code Section 46200(d) to
determine the fiscal year the district must begin to offer 180 days.

o Number of Days — Multitrack Calendar: List the number of days offered by schools on a multitrack year-round
calendar. If various school sites have different amounts of instructional days for the same grade level, the auditor
should present the instructional days for the school with the lowest number of days.

o Status: This column presents an evaluation of the school district’'s compliance with the annual minutes
reguirements.

NOTE: If various school sites have different amounts of instructional time for the same grade level, the auditor
should present the instructional time for the school with the lowest number of minutes. If any school is out of
compliance with the number of minutes required at any grade level, the information for that grade level in that school
should be shown.

County Offices of Education

The schedule is required for all county offices of education (COE) that received incentive funding for increasing
instructional time during each of two fiscal years. 1985-86 and 1986-87. COEs that received incentives must
demonstrate that the instructional minutes have been maintained during subsequent fiscal years in order to retain the
base revenue limit increase.
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The following is a brief description of the data to be presented in each column of the instructional time schedule. An
example of the schedule isincluded in Appendix A.

1986-87 Minutes Requirement: The number of minutes is fixed by Education Code Section 46201.5. These
amounts were the goals for FY 1986-87.

2001-02 Actual Minutes: This is the amount of time actually offered by the COE in the fiscal year under audit.
These minutes must equal or exceed the FY 1986-87 goal minutes.

Number of Days— Traditional Calendar: List the number of days offered by schools on atraditional or year-round
calendar (single track). If various school sites have different amounts of instructional days for the same grade
level, the auditor should present the instructional days for the school with the lowest number of days. Note:
Beginning with fiscal year 2002-03, school districts that receive Longer Instructional Y ear Incentive Funding may
be subject to a penalty if they fail to offer 180 instructional days. Refer to Education Code Section 46200(d) to
determine the fiscal year the district must begin to offer 180 days.

Number of Days — Multitrack Calendar: List the number of days offered by schools on a multitrack year-round
calendar. If various school sites have different amounts of instructiona days for the same grade level, the auditor
should present the instructional days for the school with the lowest number of days.

Status: This column presents an evaluation of the COE’ s compliance with the annual minutes requirements.
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COMPLIANCE REQUIREMENTS 500
INTRODUCTION 510

The California Education Code requires an annual audit of the financial records of each school district, county office
of education, and applicable joint powers entity." The scope of the audit work to be performed includes a financial
and compliance audit, consistent with the definition provided in the Government Auditing Standards promulgated by
the U.S. General Accounting Office. The State Controller is required to prepare an audit guide that prescribes the
procedures to be followed by independent auditors for performance of financial and compliance audits (Education
Code Sections 14501-14503, 41020, and 41023).

The examinations and evaluations of compliance with legal and regulatory requirements may have the singularly
most material impact on the entity’s financial position, as noncompliance with pertinent laws and regulations may
represent a contingent financial liability. Accordingly, the auditor shall determine whether the reporting entity,
program, function, or activity under audit has complied with laws and regulations that may have a material effect on
the financial position and operations of the organizational unit or program under audit.

The Single Audit Act Amendments of 1996 and OMB Circular A-133 include specific requirements for auditors to
test the following types of transactions for compliance with federal laws and regulations:

» A representative number of charges from each major federal program; and

» Transactions related to other federal programs that are selected in connection with the audit of the financial
statements or the auditor’s consideration of the internal control structure over federal programs.

State program compliance requirements are much more specific. All state requirements identified in Section 520 that
are applicable to the entity must be tested for compliance with state laws and regulations.

The audit requirements pertaining to state and federal compliance programs are presented in the following sections.
Each compliance requirement is accompanied by suggested audit procedures that can be utilized as determined by
the auditor’s professional judgment.

Office of Criminal Justice Planning (OCJP) Grants 511

LEAS may have received one or more grants from OCJP during the fiscal year. County offices receive direct grant
funds from OCJP and disburse the funds to the applicable school districts. Additionally, some school districts receive
one or more grants directly from OCJP. OCJP's Grantee Handbook, Section 8000, requires that each OCJP grant be
audited each year in accordance with GAO standards. This audit requirement may be applicable only to those LEASs
that received grant funds directly from OCJP. Therefore, a school district that receives OCJP grant funds from the
county office may not be responsible for the grant audit.

An LEA has the option of either arranging for a separate audit of its OCJP grants or including those grants in its
regular annual audit conducted in accordance with Education Code Section 41020.

Some grant awards contain federal funds and must be audited in accordance with the single audit act and OMB
Circular A-133. The lower left corner of the “Grant Proposal/Award Face Sheet” (OCJP A301) will have a federal
catalog number if the grant award contains federal funds. Thus, an LEA that elects to incorporate its state-funded
OCJP grantsinto its annual audit should consider the grants as state categorical programs.

! “Entity” or “reporting entity” is used to refer to school districts, county offices of education, and applicable joint
powers entities.

2 “LEA” isused to refer to school districts and county offices of education.
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INTRODUCTION (continued) 510
Office of Criminal Justice Planning (OCJP) Grants (continued) 511

Federal OCJP expenditures should be included on the Schedule of Expenditures of Federal Awards (SEFA) as
required by OMB Circular A-133. Additionally, if the auditee is receiving both state and federal OCJP funds and the
auditor is unable to distinguish the federal amount (as required by OMB Circular A-133), the total award is included
on the SEFA, with a footnote describing the commingled nature of the funds. Please note the “expenditures by
category” information as required by OCJP (see second bullet) should be presented in addition to the SEFA.

« Each OCJP grant must be separately identified in the SEFA by fiscal year and grant number. Each OCJP grant
may have a different fiscal year. The grants may have a federal fiscal year (October 1 through September 30), a
state fiscal year (July 1 through June 30), or another time period. Auditors should ensure that expenditures
incurred from July 1 through June 30 of the fiscal year under audit are presented in the SEFA by grant number.
Therefore, in auditing the expenditures incurred during the fiscal year under audit, the auditor may be auditing the
expenditures from two different grants. For grants started on October 1, 1991, expenditures incurred through June
30, 1992, are presented in the FY 1991-92 reports. Expenditures incurred between July 1 and September 30, 1992,
would appear in the FY 1992-93 report. In addition, for grants started on October 1, 1992, expenditures incurred
through June 30, 1993, would be shown on the FY 1992-93 report.

« Additional OCJP grant “expenditures by category” information must be presented either on a separate
supplemental schedule or in the notes to the SEFA.

« If the grant has a match requirement (cash or in-kind), the audit must identify the revenue and expenditures made
to meet the match requirement by expenditure category.

» “OCJP Grant Requirements’ must be listed on the Auditor’s Report on State Compliance.

Two additional itemsto note: First, the K-12 Audit Guide does not include compliance requirements or procedures
for OCJP grants. The auditor should consult OCJP’ s Grantee Handbook for that information. Second, if OCJP grants
are included in the annual LEA audit report, meeting the December 15 due date will satisfy the OCJP submission
deadline. Check with OCJP on reporting dates if a separate report will be issued.

If you have questions regarding OCJP requirements, contact the OCJP Monitoring and Audits Branch at (916) 324-
9196.
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STATE COMPLIANCE REQUIREMENTS 520

STATE COMPLIANCE REQUIREMENTS
KINDERGARTEN THROUGH GRADE 12
PROGRAM INDEX
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STATE COMPLIANCE REQUIREMENTS (continued) 520

Attendance Accounting

W/P
Reference | Initials | Date

The average daily attendance (ADA) and the revenue limit of a school district govern
the level of more than 80% of the district’s income. In addition, ADA serves as the
basis for lottery revenue alocations and several other specific sources of funding.
Since accurate recording and reporting of attendance is essential, the State must rely
on the independent auditor’ s eval uation and assurance that these reports are correct.

School districts and county offices of education submit three ADA reports each year.
The first period report covers the period of July 1 through the last full school month
ending on or before December 31. The second period report covers the period of
July 1 through the last full school month ending on or before April 15. The annual
report coversthe fiscal year, July 1 to June 30.

During the year, apportionments are based on regularly updated information.
“Advance Apportionments,” based on the second period ADA reports of the prior
year, establish the level of funding from July through January of each year. The “First
Principal Apportionment,” based on the first period attendance reports, establishes the
amounts paid for February through May. The “Second Principal Apportionment” is
made in June, based on the second period ADA report, and adjusts the amount paid
during the year to the actual ADA reported for the second period. An annual
recalculation of the apportionment is made in the February following the school year.
Included in this recalculation are adjustments made for class size penalties derived
from the “Report of Regular Day Classes and Enrollment for Kindergarten and
Elementary Grades’ (Form J-7), annua ADA for adult education and regional
occupational centers and programs (ROC/P), and other adjustments determined after
the end of the fiscal year.

The second period reports from either the current year or prior year (if greater)
determine the actual amount of principal apportionments disbursed to school districts,
with only minor adjustments for selected programs as noted above. These second
period reports should form the basis for principal apportionment ADA audits. For
county offices of education, however, the annual reports are used to determine the
actual apportionment and are the basis for principal apportionment ADA audits.

Lottery revenue alocations for K-12 programs will be based on current-year annual
ADA. However, prior-year annual ADA will be used for calculating the distribution
of funds until the actual current-year data is available. Adjustments to reflect actual
current-year data will occur in the subsequent fiscal year. Thus, the annual attendance
report should form the basis for lottery allocation ADA audits.

The following reports determine the apportionments:
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Attendance Accounting (continued)

520

School Districts ~ County Offices of Education

Principal Apportionments:

Second Period Reports J-18/19-P2 J-18/19C-P2 Supplement
J-18/19S-P2
Supplement

Annual Reports (Those portions 318/19-A 327/28-A

dealing with adult educationand 3 15/19p

ROC/P attendance) Addendum

Lottery Apportionments:

Annual Reports J18/19-A J-27/28-A

Materiality:

When determining the sample (number of sites, grade levels, and number of pupils at
each site) of regular K-12 ADA to be tested, the auditor should consider the need to
ensure that applicable state and federal compliance reguirements are met.

We recommend using the following guidelines to decide whether to test
programg/alternative educational delivery modes in which attendance is recorded for
funding purposes.

The CDE has identified the following program</alternative educational delivery
modes, however, there may be other programs/alternative educational delivery modes
that should be included.

» Regular K-12 « Regional Occupational Centers/Programs
» Opportunity Schoolsand Classes  « Adult Education

» Home and Hospital « Adultsin Correctional Facilities

« Specia Education « Full-Time Independent Study

o Community Day School « Short-Term Independent Study

« Continuation Education

Note: Although the term is not specifically defined in law, districts may legally use
“short-term” independent study to serve pupils. For purposes of these materiality
calculations, full-time independent study ADA is the ADA reported on line J of the J-
18/19 and line E of the J-27/28 attendance forms; short-term independent study ADA
is the ADA for short-term independent study contracts administered by individual
teachers and is not typically reported on line J of the J-18/19 or line E of the J-27/28.

Minimum Reported ADA

Total for Each Program Before

Program Form Reported ADA  Audit Testing is Required
All Attendance J-18/19-P2 1-1,000 10
Driven Programs or 1,001 - 2,500 20
J27/28-A 2,501 - 10,000 50
Over 10,000 100

W/P
Reference

Initials

Date
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Attendance Accounting (continued)

520

The schedul e represents minimum guidelines; however, the auditor may wish to apply
more stringent materiality levels.

NOTE: Any over/understatements of ADA must be reported in the findings and
recommendations section (Education Code Section 41341(a)(1) and 14503(a)). When
the auditor determines that the school district or county office of education has made
an error in claiming apportionment attendance, due either to a clerical discrepancy or
to noncompliance with attendance regulations, the auditor must quantify the error.
The auditor must report all over/understated ADA and estimate the potential fiscal
impact (ADA multiplied by the revenue limit) for each finding.

Establishing Materiality Limits for Programs to be Audited

To perform an effective and efficient audit, the auditor must gain an understanding of
the auditee’s internal control. If, after documenting and testing the internal controls,
the auditor assesses the auditee as low risk (pursuant to SAS 55 and 78), the auditor is
not required to audit state programs for which the auditee has received less than
$5,000, unless the program is specificaly required by law (Class Size Reduction,
Gann Limit, Instructional Materials), to be audited.

Resource Materials:

The following attendance accounting section makes references to the Education Code,
Title 5 of the California Code of Regulations (CCR), Attendance Accounting and
Reporting in California Public Schools, the State Budget Act, and certain advisories
issued by the California Department of Education (CDE). The auditor should review
these references for a compl ete understanding of the compliance requirements.

Auditors should also obtain CDE's attendance accounting manual, Attendance
Accounting and Reporting in California Public Schools, issued in 1991. Another
suggested reference is CDE’s Independent Study Operations Manual, 2000 Edition.
For information on how to obtain these manuals, refer to Appendix C.

The following attendance accounting procedures refer to LEAs. However, audits of
joint powers entities (JPES) that report attendance to the State (i.e., regiona
occupational programs/centers) should include the attendance procedures applicable
to the attendance reported by the JPE.

Attendance Reporting

Compliance Reguirements:

Because of the relationship between attendance and state apportionments, each LEA
must develop and maintain accurate and adequate attendance records to support the
attendance reported to the State (Attendance Accounting and Reporting in California
Public Schools, Title 5, CCR, Sections 401 and 421(b), and Education Code Section
44809).

In computing average daily attendance of a school district or county office of
education, there shall be included the attendance of pupils while engaged in
educational activities required of those pupils and under the immediate supervision
and control of an employee of the district or county office who possessed a valid
certification document, registered as required by law. (Education Code Section
46300(a))

W/P
Reference

Initials

Date
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STATE COMPLIANCE REQUIREMENTS (continued) 520

Attendance Accounting (continued)

W/P
Reference | Initials | Date

Attendance Reporting (continued)

Suggested Audit Procedures:

1. Determine whether the P2 (districts only) and annual (all LEAS) attendance
reports submitted to the state reconcile to the supporting documents by verifying
the LEA’s ADA caculations for each reporting line item, including the
informational line items. Trace the ADA numbers from the P2 and annua
attendance reports to the LEA’s summaries.

2. Determine whether the monthly site summaries used for summarizing attendance
provide accurate information by selecting a representative sample of school sites
that is of the LEA’s grade span (i.e., elementary, middle, and high schools) and
performing the following procedures (include special day classes in this sample;
other special programs are identified separately in subsequent sections):

a. Reconcile the monthly totals (days of apportionment attendance) on the site's
attendance summary to the summary maintained by the LEA for the P2
(districts only) and the annual (all LEAS) attendance reports.

b. Select at least one test month in the P2 (districts) or annual (counties)
attendance reporting period. Foot and cross-foot the monthly report and trace
the totals to the site's attendance summary.

c. Select a representative sample of classes (teachers) and trace the monthly
totals from the monthly report to the attendance registers, scantron summaries,
etc. Foot and cross-foot attendance registers, scantron summaries, etc.

3. Select a sample of absences and compare to documentation supporting ADA
reported to the State to verify that absences were not claimed for apportionment.
The documentation maintained by the LEA in support of its absences may be
notes, logs, etc., depending on the board-adopted policy with regard to verification
of absences.

4. For each of the teachers selected in procedure 2c above, test to determine if each
of the teachers possessed a valid certification document during the year under
audit. If any teacher did not possess valid certification document, determine the
impact on ADA and incentive funding. Refer to Education Code Sections 46200-
46202 to compute the instructional time penalties.

Please note: The California Commission on Teacher Credentialing (CTC) website at
https:.//teachercred.ctc.ca.gov/teachers/index.jsp or staff at the county office of
education may be useful resources in confirming certification documents. The CTC
website only posts credentials issued after 1989.
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Kindergarten Continuation

Compliance Requirement:

Education Code Section 46300(g) allows a school district to include in its average
daily attendance kindergarten pupils who have aready completed one school year in
kindergarten only if the school district has on file for each of those pupils an
agreement made pursuant to Section 48011, approved in form and content by CDE,
and signed by the pupil’s parent or guardian near the anniversary date of the pupil’s
kindergarten admittance. The pupil is not to continue for more than one additional
school year in kindergarten.

CDE's Management Advisory 90-10 included a preapproved parent/guardian
agreement-to-continue form for school districts to use. The advisory also states that
the signed forms must be kept on file for three years as part of a school district’s
“audit trail” for state apportionments (Title 5, CCR, Section 16025).

Suggested Audit Procedures:

1. Select a representative sample of kindergarten classes offered at different school
sites and perform the following procedures (the sample should include
kindergarten classes at more than one school site) and obtain alist of kindergarten
pupils enrolled in the selected kindergarten classes for the prior fiscal year and the
current fiscal year. Compare the enrollment lists and identify those kindergarten
pupils who are on both lists.

2. For those pupils identified on both lists, review the pupil’s record to determine if
the pupil continued in kindergarten after completing one year of kindergarten.

3. Verify that the district has a signed preapproved agreement-to-continue form for
the pupil.

If any sample pupils attendance is not eligible for apportionment credit, prepare a
schedule of non-apportionment eligible ADA for those pupils. Only ADA generated
after one full school year of kindergarten is not eigible. For example, if a pupil
enrolls in kindergarten on January 1, only ADA claimed after January 1 of the
following year is disallowed. Please quantify by ADA, not by the number of students.

Independent Study

Independent study provides an alternative to classroom instruction consistent with the
district’s course of study. Attendance credit is earned and reported as a product of
ongoing instructional activities that are agreed upon in advance and supervised by
certificated teachers. Education Code Section 46300(e)(1) requires, for purposes of
apportionment, a five consecutive school day minimum for independent study
agreements.

W/P
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Initials
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70 Kathleen Connell « California State Controller




Section 500—Compliance Requirements

STATE COMPLIANCE REQUIREMENTS (continued) 520

Attendance Accounting (continued)

W/P
Reference | Initials | Date

Independent Study (Continued)

Short-term independent study does not exist as a separate entity in law. The rules in
statute and regulation that apply to independent study are the same whether the period
of independent study is five days or one semester. Pupil-teacher ratios apply only to
full-time independent study. Districts offering full-time independent study often do so
at school sites that exclusively serve large numbers of independent study pupils; as a
result, the staff at these specialized sites become familiar with the complex record
keeping and other conditions of apportionment that apply to al independent study.
Short-term independent study, on the other hand, is amost aways organized and
conducted by classroom school staff at traditional school sites. Because of the
complex “conditions of apportionment” that attach to all average daily attendance
earned by pupils engaged in independent study, there is a risk that schools reporting
significant amounts of average daily attendance from “short-term” independent study
will not be aware of at least one, or more, statutory conditions of apportionment.

The independent study by pupils while enrolled in a district’s or county office of
education’s schools must comply with al statutory and regulatory conditions of
apportionment. (Education Code Sections 46300, 51747 to 51748, Title 5, CCR,
Sections 11700 to 11703).

Compliance Reguirements:
Written Policies

A school district or county office of education shal not be eligible to receive
apportionment for independent study by pupils, regardless of age, unless it has
adopted written policies, pursuant to rules and regulations adopted by the
Superintendent of Public Instruction, which include, and are not limited to, each of the
following (Education Code Section 51747):

1. The maximum length of time, by grade level and type of program, that may elapse
between the time an independent study assignment is made and the date by which
the pupil must complete the assigned work.

2. The number of missed assignments that will be alowed before an evaluation is
conducted to determine whether it is in the best interests of the pupil to remain in
independent study, or whether he or she should return to classroom study. A
written record of the findings of any evaluation made pursuant to this subdivision
shall be maintained in the pupil’s permanent record.

3. A reguirement that a current written agreement for each independent study pupil
shall be maintained including, but not limited to, al of the following:

« The manner, time, frequency, and place for submitting a pupil’s assignments
and for reporting his or her progress;

« The objectives and methods of study for the pupil’s work, and the methods
utilized to evaluate that work;

« The specific resources, including materials and personnel, that will be made
available to the pupil;
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Independent Study (continued)

« A statement of the policies adopted pursuant to subdivisions (a) and (b) of
Education Code Section 51747 regarding the maximum length of time allowed
between the assignment and the completion of a pupil’s assigned work, and the
number of missed assignments that will require an evaluation of whether or not
the pupil should be allowed to continue in independent study;

« The duration of the independent study agreement, including the beginning and
ending dates for the pupil’s participation in independent study under the
agreement. No independent study agreement shall be valid for any period
longer than one semester, or one-haf year for a school on a year-round
calendar;

« A statement of the number of course credits or, for the elementary grades, other
measures of academic accomplishment appropriate to the agreement, to be
earned by the pupil upon completion;

o The inclusion of a statement in each independent study agreement that
independent study is an optional educational alternative in which no pupil may
be required to participate. In the case of a pupil who is referred or assigned to
any school, class, or program pursuant to Education Code Section 48915 or
48917, the agreement also shall include the statement that instruction may be
provided to the pupil through independent study only if the pupil is offered the
aternative of classroom instruction; and

« Each written agreement shall be signed prior to commencement of independent
study by the pupil, the pupil’s parent, legal guardian, or caregiver if the pupil is
less than 18 years of age, the certificated employee who was designated as
having responsibility for the general supervision of independent study, and all
persons who have direct responsibility for providing assistance to the pupil
pursuant to Education Code 51747(c) (8).

Absent the adopted board policies, that must include all of the above-listed
components, the LEA is not eligible to include attendance for its independent study
pupils in the ADA it reports for state funding. If any reported ADA was generated
during periods when the foregoing board policies had not been adopted, prepare a
schedule of non-apportionment eligible ADA. The auditor should recommend that the
LEA revise its report of attendance to exclude the unallowable independent study
attendance.

The attendance earned in independent study is reported on the J-18/19, or J-27/28
(i.e., kindergarten, grades 1-3, grades 4-8, grades 9-12, continuation education, etc.).
The independent study attendance for full-time independent study students is also
reported on line J of the J-18/19 and line E of the J-27/28 for informational purposes
only.

72 Kathleen Connell « California State Controller



Section 500—Compliance Requirements

STATE COMPLIANCE REQUIREMENTS (continued) 520

Attendance Accounting (continued)

W/P
Reference | Initials | Date

Independent Study (continued)

Apportionment

No more than one apportionment day (a “day of attendance”) per school calendar day
may be credited for any student for independent study (Education Code
Section 46300(e)) (Note: The term “student” represents both “pupil” and “student” as
used in the Education Code). The minimum day applicable to the pupil is the
minimum day for the program in which the student is enrolled (e.g., 240 minutes for
regular high school). The student may complete the independent study assignment at
any time within the assignment period; however, the teacher must assign a value (such
as five days) to the completed study and post the corresponding attendance to an
approved attendance form. Any student who completes assignments representing
more minutes than in the applicable minimum day multiplied by the number of school
days in the assignment period cannot be credited with more than one apportionment
attendance day per school calendar day and may not earn any surplus attendance
credit usable in future or past periods for apportionment purposes. The same
completed coursework required for one class in which a student is enrolled cannot be
credited a second time as an independent study “assignment” for a different class.

Regulations prohibit claiming apportionment for any student if the time value of the
student’s work products for each assignment have not been personally judged by a
certificated, supervising teacher (who is an employee of the district or county office of
education) (Education Code Section 51747.5(b)). A “supervising teacher,” as defined
in Title 5, CCR, Section 11700(j) and explained in 11700(b), supervises pupil or
student study — not other teachers. The terminology “independent study teacher” and
“teacher” in this guide mean “supervising teacher” asidentified.

Independent study students may not receive attendance credit for partial days. The
independent study teacher should report attendance in whole day increments. For
example, if the completed work is valued at 5.5 days, the LEA may only claim 5
apportionable attendance days.

Written Agreements/Work Samples

The basic document for earning apportionment attendance is the written agreement.
Subsidiary contracts for courses, assignment and work records, and other documents
are part of the written agreement. The written agreements, teacher records, student
work record of work assignments completed, and representative samples of each
student’ s compl eted work products showing the teacher’ s eval uations must be retained
in each student’s file for three years. If assignments do not yield a written product,
reasonable work samples, pursuant to Title 5, CCR, Section 11703, should be selected
and retained. Assigned work not submitted by the due date cannot be given attendance
credit for the period for which it was assigned (Title 5, CCR, Sections 11700-11703).

Education Code Section 51747(c)(7) requires inclusion of certain statements in the
written agreement. The precise language of the statute does not need to be repeated
verbatim in the written contract, but should include the essence of the language. For
example, a statement such as “independent study is an optional educational aternative
that | have voluntarily selected” may be used in place of the statute specific language
“independent study is an optional educational aternative in which no pupil may be
required to participate.”
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Independent Contractor

If the LEA uses an independent contractor for independent study, the students must be
under the general supervision of a certificated employee of the LEA (Education Code
Section 51747.5). The certificated employee must review and document, the
determinations of the time values for apportionment purposes of each pupil’'s
completed assignments (Title 5, CCR, Sections 11700(b) and 11700(b)(3)).

Pupil-Teacher Ratio

The full-time independent study teacher-ADA ratio cannot exceed the comparable
ratio for other instructional programs (Education Code Section 51745.6).

Attendance Accounting System Approval

The LEA must obtain approval from CDE for any attendance accounting system used
for recording independent study attendance in junior high and high schools
(Education Code Section 44809, Title 5, CCR, Section 401).

Recordkeeping

Pursuant to Title 5, CCR, Section 11703, maintaining records to meet audit
requirements is the responsibility of the local district or county superintendent’s
office. Records shall include, but not be limited to, adaily or hourly attendance credit
register, as appropriate to the program in which the pupils or adult education students
are enrolled, separate from classroom attendance records, and maintained on a
current basis as time values of pupil or adult education student work products are
personally judged by a certificated teacher and reviewed by the supervising teacher, if
they are two different persons.

Enrollment

Every student engaged in independent study must be enrolled in a specified school of
a school district or county office of education (Education Code Section 51748). K-12
independent study students who are age 19 or 20 must have been continuously
enrolled in school since their 18th birthday (Education Code Section 46300.1).
Students engaged in independent study may not be enrolled pursuant to Education
Code Section 48204(f) (Education Code Section 51747.3(c)).

Sate Residency

Only the attendance of students who are residents of the state is eligible for
apportionment purposes. This requirement applies only to the residency status of the
student. A student’s legal status (citizenship, legality of residency) has no bearing on
his or her eligibility to a free public school education in California. All students who
are not residents of California are not eligible for apportionment, and the district must
collect tuition for those students in accordance with Education Code Sections 48050,
48051, and 48052. In some cases pupils engaged in independent study, during the
time that the independent study agreement is in effect, move to a residence that is
outside the district so that the district is no longer eligible to receive ate
apportionment for that ADA.
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Independent Study (continued)

County Residency

Independent study attendance may be claimed only for those pupils residing in the
county in which the apportionment claim is reported or in a contiguous (bordering)
county (Education Code Section 46300.2).

Restrictions on Apportionment

An LEA may not claim state attendance funding for the independent study of a
student if the LEA has provided any funds or other “thing of value” to the student or
his/her parents or guardian that the LEA does not provide to students who attend
regular classes or to their parents/guardians (Education Code Section 46300.6). For
purposes of apportionment, every student engaged in independent study must
participate for five or more consecutive school days (Education Code Section
46300(e)(1)).

Suggested Audit Procedures:

1. Reconcile the district’'s independent study attendance records to full-time
independent study ADA reported on line J of the J-18/19 P-2 or line E of the J-
27/28-A.

2. Select a sample of school sites that is representative of the district and sufficient
in size to allow the auditor to draw a reasonable conclusion with respect to the
district’s compliance with independent study requirements. Determine whether
the monthly site summaries used for summarizing attendance provide accurate
information by performing the following procedures:

a. At each site, examine the attendance accounting records to determine if the
attendance of pupils while engaged in independent study was either
maintained on separate registers or the district has another mechanism in
place to track independent study ADA separately from other ADA.
Determine the total number of days of attendance reported for each sampled
school site that resulted from attendance by pupils while engaged in
independent study. (Note: pursuant to Title 5, CCR, Section 11703(b)(4)
Independent Study attendance records shall include but not be limited to, a
daily or hourly attendance credit register, maintained separate from
classroom attendance records.) If the district is unable to provide a separate
register or other documentation of total Independent Study ADA this should
be reported as a finding.

b. Verify that every student claimed for apportionment engaged in independent
study was participating under an agreement for a minimum of five
consecutive school days.

¢. Reconcile the monthly totals (days of apportionment attendance) on the site's
attendance summary to the summary maintained by the LEA for the P2
(districts only) and the annual (all LEAS) attendance reports.

d. Select a test month in the P2 (districts) or annual (counties) attendance
reporting period. Foot and cross-foot the monthly report and trace totals to
the site’ s attendance summary.
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e.

Verify that certificated employees of the district coordinate, evaluate, and
generally supervise each student’s independent study and the district's
independent study operation as a whole (Education Code Section 51747.5).

Select a representative sample of teachers. Foot and cross-foot teachers
attendance records of student attendance. Trace the monthly totals from the
monthly report to the attendance records.

3. From the attendance records, select a representative sample of students for whom
independent study ADA was claimed, and perform the following procedures:

a. Veify that no student engaged in independent study was enrolled in the

district pursuant to Education Code Section 48204(f).

Calculate the ratio of independent study teachers to full-time independent
study ADA and compare to the ratio of other program teachers to other ADA
as in the following example (from CDE’s Program Advisory SPB:90/91-04,
11/13/90):

Step 1 Total ADA for Line A, 1-7 (J-18/19-P2) 25,000
Subtract ADA From Full-time Independent Study (_300)
(Line J, J-18/19-P2)
Difference 24,700

Step 2: Full-time and FTE Certificated Teachers
in Direct Instruction (Not Independent Study) 830
Divide 24,700 by 830 = Ratio 1:29.76
Round Down to Whole Number = 1:29

Step 3 Full-time and FTE Independent Study Teachers 8
300 Divided by 8 = 1:37.5
Round Down to Whole Number = 1:37

Step 4: a) 37 Independent Study Ratio
-29 Direct Instruction Ratio
8 Excess ADA/Teacher
b) 8 Excess
X 8 Independent Study Teachers
64 Disallowed Independent Study ADA

NOTE: The pupil-teacher ratio as described in Section 51745.6 of the
Education Code in a unified school district participating in the class size
reduction program pursuant to Chapter 6.10 (commencing with Section
52120) may, at the school district’s option, be calculated separately for K-6,
inclusive, and for grades 7 to 12, inclusive. (Education Code Section
51745.6(d)).

Request a copy of the approval letter from CDE for any independent study
aternative attendance accounting system in junior high and high schools.
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Independent Study (continued)

d. Interview LEA administrative personnel and school counselors to determine if
the LEA has policies and procedures to ensure that any student terminating an
independent study agreement has the option of classroom study.

e. Review records and other appropriate documentation to determine that the
program was voluntary. Pursuant to Title 5, CCR, Section 11700(d)(2), a
pupil’s choice to commence in, or to continue in independent study must not
be coerced.

4. Review pupil records to determine whether mailing addresses or other evidence
of residency changed during the time the pupils were in independent study and, if
s0, whether the pupil was till eligible for state apportionment.

5. Select a representative sample of students. Determine each selected student’s
county of residence and verify that it is the county in which the LEA islocated or
a contiguous county.

6. Verify that a written agreement exists for each student selected and determine
that the written agreement contains al the required elements and that no days of
attendance are reported for dates prior to the signing of the agreement by all
parties. Note: Auditors should be aware of the following examples of unusual
patterns that could be indicative of potential noncompliance. For example: (1)
traditional school sites that maintain partially completed independent study
agreements in pupil files, (2) large numbers of independent study agreements
with the same due date indicating that agreements were signed at the same time;
(3) agreements where the date of the completed work does not correspond
materially with the date of the agreement and (4) agreements for which the due
dates specified in the agreement are not consistent with the policies adopted by
the digtrict’ s governing board.

7. Trace each student’s attendance from the attendance records to the teacher’s
record, student’s work record, and the corresponding work assignment record.
Verify that evaluated student work samples, bearing signed or initialed and dated
notations by the supervising teacher indicating that he or she has personally
evaluated the work, or that he or she has personaly reviewed the evaluations
made by another certificated teacher, have been retained in thefile (Title 5, CCR,
Section 11703(b)(3)). The independent study of pupils whose products have not
been personally judged in each instance by an individual specified in statute is
not eligible for apportionment (Title 5, CCR, Section 11703).

8. Verify that attendance is recorded in whole days of at least the applicable
minimum length based on the teacher’s review, evaluation, and assignment of
time val ue to the student’s compl eted work.

9. If al enrolled independent study students receive 100% apportionment
attendance, ensure that the teacher is not allowing for banking of advance work
for attendance credit or allowing make-up attendance credit for late assignments.
If the auditor finds that the student’s work is commonly turned in later than the
first day on which the student returns to class, the auditor should determine if the
independent study work is being completed in accordance with the agreement.
Student grades or course credits are not to be used to verify apportionment
attendance credit.
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Independent Study (continued)

10. Verify that no more than one apportionment day per calendar day is credited for
any student.

11. Verify that the student work product samples are related to the assignment under
which the work was undertaken and reflect the curriculum adopted by the local
governing board and not an aternative curriculum (Education Code Section
51745(8)(3)).

12. Interview LEA administrative personnel and review written agreements as well as
a sample of independent study teachers to determine whether it was the LEA's
policy or practice to provide independent study students or their
parents/guardians with monetary funding or any other items of value such as
equipment or paid private instruction. If so, determine whether classroom
students or their parents/guardians had the same access to funding or “things of
value.” Read program materials provided to all parents/guardians to determine
that opportunities were equal and that students engaged in independent study
were neither offered nor given incentives or special benefits.

13. Prepare a schedule of any ineligible pupil days of attendance identified in the
foregoing steps. Determine the number of days of attendance resulting from
inclusion of such ineligible days of pupil attendance in ADA reported by the
district for such pupils on the J-18/19, P2 or the J-27/28A report of attendance.
Calculate the amount by which the ADA was overstated and include a schedule in
the audit report.

Continuation Education

Continuation schools and classes are maintained to provide the following:

1. An opportunity for pupils to complete the required academic courses of
instruction to graduate from high school;

2. A program of instruction that emphasizes occupational orientation or a work-
study schedule and offers intensive guidance services to meet the special needs of
pupils; and

3. A program designed to meet the educational needs of each pupil.

Continuation schools and classes ADA is reported on line A-6 of the J18/19
attendance reports.
Compliance Requirements:

The “day of attendance” in a continuation school or classis three hours (180 minutes).
No pupil enrolled in continuation education may be credited with more than 15 hours
of attendance per school week (Education Code Section 46170). If the school week
contains fewer than five days, the number of apportionment hours claimed for it must
be proportionately reduced so that no student receives more than one apportionment
day of attendance per school calendar day. Excess hours earned in subsequent weeks
may be credited to offset absences in previous weeks, but excess hours may not be
banked for future use. This means that any given excess hour may be carried
backward, but not forward, from the date on which it occurs.
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Continuation Education (continued)

Hourly attendance accounting is required. Classes are not required to be held only in
exact 60-minute “clock hour” sessions. Therefore, if a student attends any part of a
class scheduled for less than 60 minutes, attendance should be recorded and claimed
for the scheduled minutes (for example, 45 minutes). The attendance credit will be
aggregated into whole hours for claiming purposes.

Suggested Audit Procedures:

Determine whether the monthly site summaries used for summarizing attendance
provide accurate information by performing the following procedures:

1. Reconcile the monthly totals (days of apportionment attendance) on the site's
attendance summary to the summary maintained by the district for the P2 and the
annual attendance reports.

2. Select atest month in the P2 attendance reporting period. Foot and cross-foot the
monthly report and trace totals to the site’ s attendance summary.

3. Select a representative sample of classes (teachers). Trace the monthly totals
from the monthly report to the attendance registers, scantron summaries, etc. Foot
and cross-foot attendance registers, scantron summaries, etc.

Select a representative sample of students and perform the following procedures:

4. Trace each student’s attendance per the weekly attendance records to the
teacher’s attendance register or other approved record. (Note: Sometimes
continuation school pupils are enrolled in one or more classes in regular K-12
schools. Although such attendance may be for sound educational purposes, such
as permitting a pupil to take a laboratory science course not offered at the
continuation high school, no attendance by a continuation school pupil in a
regular school class can be reported for apportionment attendance credit.)

5. Verify that hourly attendance is used and that attendance is not credited for
more than the scheduled class time (45 minutes, 55 minutes, etc.).

6. Review weekly attendance records to determine that the district is not claiming
more than 15 hours per week.

Select a representative sample of students that had absences during the test month and
perform the following procedures:

7. Select a week in which there are fewer than five school days (holiday, short
week, etc.) and review weekly attendance records to determine that the district
proportionately reduced continuation education apportionment hours for the
week.
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Compliance Requirement:

Continuation education students who are regularly employed must attend a minimum
of four 60-minute hours per week (Education Code Section 48400). These students
are eligible to earn up to an additional 10 hours of apportionment attendance per week
for work experience in those weeks in which they actually attended four 60-minute
hours of continuation education classes (Title 5, CCR, Section 405). Students must
receive, as a minimum, the equivalent of one instructional period per week of
classroom instruction or counseling by a certificated employee (Education Code
Section 51760.3 and Attendance Accounting and Reporting in California Public
Schools, pages 158-159).

Suggested Audit Procedures:

If the continuation education students receive apportionment attendance for work
experience, select arepresentative sample of students and:

8. Review the weekly attendance reports and attendance registers to determine that
the students actually attended four 60-minute hours in the weeks they received
additional hours of work experience apportionment attendance.

9. Verify that the students are receiving at least one instructional period per week
of classroom instruction or counseling (work experience instruction).

Compliance Requirement:

Not more than 10% of pupils in each continuation high school are eligible for
apportionment credit through independent study [(Education Code Section 51745 and
CDFE'’s Program Advisory SPB: 90/91-04)]. A pupil who is pregnant or is a parent
who is the primary caregiver for one or more of his or her children shall not be
counted within the 10% cap. (Education Code Section 51745(b)).

Suggested Audit Procedures:

If continuation students engage in independent study, verify that not more than 10%
of each continuation high school’s ADA at P2 is generated from independent study by
performing the following calculations:

10. Multiply the continuation ADA for each school by 10%. The result is the
independent study cap ADA.

11. If the continuation independent study ADA is greater than the cap ADA
calculated above, the excess ADA is not alowable for apportionment and should
be disclosed in the findings and recommendations section.

Adult Education

Adult education provides a variety of courses for adult students and regular program
pupils enrolled in adult education. Program goals include providing the state’s adult
population with basic and continuing education needs.
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Adult Education (continued)

Compliance Requirements:

Adult education apportionment is based on the J18/19A or J-27/28A. Hourly
attendance accounting is required for adult education.

Classes are not required to be held only in exact 60-minute “clock hour” sessions.
Therefore, if a student is scheduled to attend al of a class that is itself scheduled for
less than 60 minutes and attends any part of the class, attendance should be recorded
and claimed for the scheduled minutes (for example, 45 minutes). The attendance
credit will be aggregated into whole hours for claiming purposes. Adult schools may
not claim as full hours for apportionment the portions of clock hours that pupils attend
ad hoc or in “laboratory” classes, in which more hours of class time are available than
the number of hours the student must minimally attend to receive full credit. Rather,
they must claim only the actual nhumber of minutes actually spent in such classes by
each pupil (Attendance Accounting and Reporting in California Public Schools,
pages 48, 49, 97, and 167).

Suggested Audit Procedures:

Determine whether the monthly site summaries used for summarizing attendance
provide accurate information by performing the following procedures:

1. Reconcile the monthly totals (days of apportionment attendance) on the site's
attendance summary to the summary maintained by the LEA for the annual
attendance reports.

2. Select atest month in the annual attendance reporting period. Foot and cross-foot
the monthly report and trace the totals to the site’ s attendance summary.

3. Select a representative sample of classes (teachers) for both concurrently enrolled
and not concurrently enrolled students. Trace the monthly totals from the monthly
report to the attendance registers, scantron summaries, etc. Foot and cross-foot
attendance registers, scantron summaries,- tc.

4. Verify that hourly attendance is used and that attendance is not credited for more
than the scheduled class time (45 minutes, 55 minutes, etc.)

5. Verify that the district has used individual teacher-certified records of the minutes
of each pupil’s actual attendance for classes (sometimes termed ad hoc or
laboratory class settings) that provided more total hours of class time than the
minimum required to be attended for the student to receive full credit for the class.

Prepare a schedule of ADA earned by adult pupils in the sample classes that did not
meet one or more of the foregoing tests.

Compliance Reguirement:

If a high school student is “concurrently enrolled” in adult education, the student’s
adult education attendance is eligible for apportionment credit only if he/she is
enrolled in an adult education class(es) that supplements and does not supplant the
regular program (Education Code Section 52523).

Kathleen Connéell « California Sate Controller 81



K-12 Audit Guide

STATE COMPLIANCE REQUIREMENTS (continued) 520

Attendance Accounting (continued)

W/P
Reference | Initials | Date

Adult Education (continued)

Eligibility of high school pupils for enrollment in adult education programs will also
require that the high school pupil complete a counseling session that involves the
pupil, a certificated representative of the high school, and the pupil’s parent or
guardian; that the school maintain a record that contains written documentation of the
session and a statement that the pupil is voluntarily enrolling in the adult education
course or class, and that enrollment in an adult education program, course, or class
will enhance the pupil’s progress toward meeting the educational requirements for
graduation from high school (Education Code Section 52500.1[b]).

Suggested Audit Procedures:

6. For the concurrently enrolled students selected, determine from the adult school
files in which program/school the students are enrolled. Review the student’s
program/class schedule and/or transcript located at the program/school site and
determine that the student was concurrently enrolled in an adult education
course(s) that supplements and enriches, and does not supplant, the regular
course offerings required to complete the curriculum for the K-12 program in
which the student is placed.

7. Review the student’s file to ensure there is documentation of a counseling session
— a documented communication whether by phone or in person which involved
the pupil, district certificated employee, and the parent, guardian, or caretaker —
that meets the requirements of Education Code Section 52500.1(b).

Compliance Reguirement:

No state funds shall be apportioned to any district unless the courses have been
approved for the time period being examined by the Department of Education
(Education Code Section 52515).

Suggested Audit Procedures:

8. Review the district’s record to ensure that they have submitted each semester’'s
course list to the Department of Education. The district should have a “notice of
receipt and record of course” from the Department of Education on file.

Prepare a schedule of ADA earned by concurrent pupils in the sample, that did not
meet one or more of the foregoing tests.

Regiona Occupational Centers/Programs

Regional occupational centers/programs (ROC/P) provide a variety of vocationa
educational instruction programs that serve students regardless of the geographic
location of their residences or their school districts of attendance. Program goals
include providing students with current, relevant instruction that meets the entry level
employment needs of the local community.
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Regional Occupational Centers/Programs (continued)

Compliance Requirement:

ROC/P apportionment is based on the J-18/19-A or J-27/28-A. Hourly attendance
accounting is required for ROC/P classes.

Classes are not required to be held only in exact 60-minute “clock hour” sessions.
Therefore, if a student is scheduled to attend al of a class that is itself scheduled for
less than 60 minutes and attends any part of the class, attendance should be recorded
and claimed for the scheduled minutes (for example, 45 minutes). The attendance
credit will be aggregated into whole hours for claiming purposes. ROC/Ps may not
claim as full hours for apportionment the portions of clock hours that pupils attend ad
hoc or in “laboratory” classes, in which more hours of class time are available than
the number of hours the student must minimally attend to receive full credit. Rather,
they must claim only the actual number of minutes actually spent in such classes by
each pupil (Title 5 CCR 405 and 406).

Suggested Audit Procedures:

Determine whether the monthly site summaries used for summarizing attendance
provide accurate information by performing the following procedures:

1. Reconcile the monthly totals (days of apportionment attendance) on the site's
attendance summary to the summary maintained by the LEA for the annual
attendance reports.

2. Select atest month in the annual attendance reporting period. Foot and cross-foot
the monthly report and trace the totals to the site’ s attendance summary.

3. Select a representative sample of classes (teachers), and trace the monthly totals
from the monthly report to the attendance registers, scantron summaries, etc. Foot
and cross-foot attendance registers, scantron summaries, etc.

4. Verify that the district has used individual teacher-certified records of the minutes
of each pupil’s actual attendance for classes (sometimes termed laboratory class,
community classroom, workplace learning, and cooperative education settings)
that were not conducted in a fashion that required all pupils to be present at a set
time and for which instruction concluded at a set time or in which more hours of
class time are available than the number of hours the student must minimally
attend to receive full credit.

Prepare a schedule of ADA earned by ROC/P pupils in the sample that did not meet
one or more of the foregoing tests.

Staff Development Days

Education Code Section 44579.1 established the Instructional Time and Staff
Development Reform Program. In eligible school districts, county offices of
education, and charter schools, Instructional Time and Staff Development Reform
(ITSDR) provides $293.42 per day, for up to three days, for each qualifying
classroom teacher and $152.14 per day for up to one day for each qualifying
classroom instructional aide and certificated teaching assistant who participates in
appropriate staff development activities. ITSDR reguires that each eligible participant
be present for a full staff development day, allows any or al of the three staff
development days to be conducted over several calendar days, but does not permit
ITSDR staff development days to be conducted on a minimum day (except for
multitrack, year-round schools [maximum of two staff development days for “off
track” teachersg]).
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Suggested Audit Procedures:

1. Review the school calendars. Determine that no staff development days were
counted as instructional days for apportionment purposes.

2. Review the school calendars. Identify the number and purpose of ITSDR staff
development days taken. Determine that contemporaneous records support the
number of funded staff development days. A staff development day shall be at
least as long as the full-time instructional workday for certificated or classified
instructional employees. Staff development activities may include any of the
following: instructional methods, teaching strategies, classroom management,
conflict resolution, and other training designed to improve pupil performance, as
well as core curricular areas defined in Education Code Section 51210(a) through
(g) and 51220(a) through (j).

3. Determine that this staff development was not on a minimum day except as
provided for staff working in multitrack year-round schools where not more than
two staff development days may be scheduled for “off track” teachers.

Incentivesfor Longer Instructional Day
School Disdtricts

The 1983 Educational Reform Act established financia incentives for school districts
that offer at least a specified minimum number of instructional minutes per year. The
1983 Act specified 1982-83 as the base year for annual minutes requirements. If a
district offered less than the statutorily specified number of instructional minutes that
year, it had to increase its instructiona time to at least the statutory minimum in
subsequent years to qualify for incentive funding (Education Code Sections 46201
through 46206).

In addition to the minimum minutes requirement, the school districts need to ensure
that only alowable “instructional” time is counted in determining total instructional
minutes. Instructional time includes not only the classroom time, but also the actual
passing time between separate class sessions (excluding passing times from lunch,
brunch, or other non-academic periods), in the same departmentalized program setting
(per CDE's attendance accounting manual). Note: pursuant to Education Code
Section 46115 — The minimum schoolday in kindergartens and in grades 1 to 8,
inclusive, in elementary schools, is exclusive of noon intermissions, and except in
kindergartens, exclusive of recesses. Whenever the bell schedules or other
information shows claimed passing times of varying lengths at the same school site,
the burden falls on the LEA to demonstrate that the actual time required for passing
varied correspondingly. Refer to CDE’s attendance accounting manual, pages 61-76,
for more detail on instructional time as well as CDE’s Fiscal Management Advisory
86-06.

W/P
Reference

Initials

Date
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School Digtricts (continued)

Based upon the number of instructional minutes offered in 1982-83, school districts
received $20 per ADA for grades K-8 and $40 per ADA for grades 9-12 for each of
three years — 1984-85, 1985-86, and 1986-87 — for increasing the number of
instructional minutes one-third of the distance per year toward the following goals:

Kindergarten 36,000 minutes per year
Grades 1 through 3 50,400 minutes per year
Grades 4 through 8 54,000 minutes per year
Grades 9 through 12 64,800 minutes per year

If a digtrict offered more minutes in 1982-83 than the goal, it may not reduce the
number of minutes below its 1982-83 level without losing eligibility for incentive
funding.

The incentive amount received per pupil in each fiscal year was added to the base
revenue limit per ADA in the subsequent fiscal year for participating school districts.
To retain the instructional time incentive funding, the district must continue to offer a
specified number of instructional minutes.

Compliance Reguirement:

To qualify for instructional time incentives, the district must offer at least the amount
of instructional time specified in Education Code Section 46201.

If the school district is using optional classesin order to meet the instructional minutes
qualifications, it must be able to prove that the additional instructional offerings are
redlistically available to all studentsin the group of grade levels concerned. Since the
"offering” is optional, the district’s schools must demonstrate that the students would
be able to take the course(s) without missing a school bus to or from school or be
otherwise physically hampered from attending and that the course(s) is not open to
only disadvantaged or gifted students or requires certain prerequisites or is available
only at an unreasonably early hour of the morning.

There must be a reasonable range of offerings for the average student in each grade. If
only asmall number of students accept the offer, the burden of demonstrating that the
offering was indeed made in good faith and was realistically available to every student
fallson the district and must be verified with auditable documents.

Suggested Audit Procedures:

1. Determine whether the school district received incentive funding for the current
fiscal year.

2. Review the school attendance calendar and bell (class) schedules on a sample
basis, based upon risk assessment. Determine the amount of instructional time
offered by each school. The computation of total minutes offered for the year
must exclude noninstructional time, such as recess and lunch periods, and
minutes not offered on minimum days.
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School Digtricts (continued)

Good internal controls for the instructional minutes include the following
procedures. 1) each site computes their instructional minutes at the beginning of
the school year, and submits the computation and the bell schedule to the
business office; 2) the business office staff verify that the computation of the
instructional minutes performed by the site staff is correct; and 3) the business
office informs the site principals at the beginning of the year that the bell
schedules submitted with the instructional minutes computation must not be
modified without notifying the business office and obtaining approval prior to
making the change. If internal controls such as these are in place and are
adequately implemented, the auditor may assess the risk of errors and non-
compliance as low, and at the school sites, recompute a sample of the
instructional time offered by each site. If there are no similar controls in place,
the auditor should assume the risk of errors or non-compliance is high and review
alarger sample, or possibly perform a 100% test.

3. Determine whether the district complied with the instructional time requirements
by comparing the amount of time offered for each grade level in each school
during the current year to the goal amounts or to the amount of instructional time
offered for that grade category in that school during the 1982-83 base fiscal year,
whichever is greater. If the school district includes optional classes to meet the
instructional time requirements, verify that the district has offered classes that
meet the standards stated above. If participation is low, review the digtrict’s
documentation of class offerings to ensure that it has made a good faith effort to
extend the school day to all students.

Assess risk of materia misstatements by comparing the instructional minutes
from the school site’s current bell schedule to instructional minutes computed by
the business office. If differences are materia, recompute the instructional
minutes and expand the sample.

Prepare the “Schedule of Instructional Time,” which must be presented in the
supplementary information section of the audit report. Refer to Section 488 of this
audit guide for instructions on how to prepare the schedule. This schedule must show:

« The 1986-87 instructional time goals specified in Education Code Section 46201,
« Thenumber of instructional minutes offered in the 1982-83 base fiscal year;

« Theamount of instructional time offered during the current fiscal year; and

« The status of the district’s compliance with the instructional minutes requirements.

If the digtrict received incentive funding, but did not provide the required minutes of
instruction, include a finding in the audit report.

W/P
Reference

Initials

Date
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County Offices of Education

Education Code Section 46201.5 extended the Longer Instructional Day incentive
funding to county offices of education that provide special day classes.

County offices of education became entitled to receive incentive funding if they
offered the specified number of minutes per year for 1985-86 and 1986-87. The
required number of instructional minutes were:

Minutes Per Y ear
1985-86 1986-87
Kindergarten 34,500 36,000
Grades 1 through 3 47,016 50,400
Grades 4 through 8 50,000 54,000
Grades 9 through 12 57,200 64,800

Incentive funds were incorporated into the specia education apportionment
calculations after the initial year. Instructional minutes must be maintained in future
yearsto avoid forfeiture of incentive funds.

If the county office received incentive funding, but did not provide the required
minutes of instruction, include afinding in the audit report.

Compliance Reguirement:

To qualify for instructional time incentives, the county office of education must offer
at least the amount of instructional time specified in Education Code Section 46201.5.

Suggested Audit Procedures:

1. Determine whether the county office of education received incentive funding for
the current fiscal year.

2. Review the school attendance calendar and bell (class) schedules. Determine the
amount of instructional time offered by the county office of education.

3. Determine whether the county office of education complied with the instructional
time requirements by comparing the amount of time offered for each grade
category during the current year to the goal amounts.

Prepare the “Schedule of Instructional Time,” which must be presented in the
supplementary information section of the audit report. Refer to Section 487 of this
audit guide for instructions on how to prepare the schedule. This schedule must show:

« The 1986-87 ingtructional time goals specified in Education Code Section
46201.5;

« Theamount of instructional time offered during the current fiscal year; and

o The status of the county office of education’'s compliance with the instructional
minutes requirements.
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Proposition 4, commonly called the Gann Amendment (adopted in November 1979),
added Article XIII-B to the California Congtitution and established maximum
appropriation limits for public agencies, including LEAS. Proposition 111, operative
July 1, 1990, added Section 1.5 to Article XI11-B of the California Constitution. This
section states, “ The annual calculation of the appropriations limit under this article for
each entity of local government shall be reviewed as part of an annua financial
audit.” School districts and county offices of education are considered local
government entities under Article X111-B.

Compliance Requirement:

Section 1.5 of Article XI11-B requires that the calculation of the appropriations limit
be reviewed as part of an annual financial audit.

Suggested Audit Procedures:

The following suggested audit procedures apply to the 2000-01 appropriations limit
calculation for both county offices of education and school districts. Most districts
and county offices of education will now be using preformatted computer spread
sheets provided by the California Department of Education.

1. Verify that the data used by the district is accurate, ensuring that the “Prior Y ear
Gann ADA” used by the district matches the data on the 1999-2000
appropriations limit calculation previously submitted to the state. If the data has
been revised, verify that the district has recalculated the 1999-2000
appropriations limit and attached a copy of the recalculation to the 2000-01
appropriations limit.

2. If the district is not using the computer spreadsheet, verify the mathematical
accuracy of the calculation.

Early Retirement Incentive Program

An early retirement incentive program, pursuant to Education Code Sections 22714
and 44929, can be adopted by an LEA, whereby the service credit to eligible
employeesisincreased by two years. Eligible employees must have five or more years
of service under the State Teachers' Retirement System (STRS) and retire during a
period of not more than 120 days or less than 60 days from the date of the formal
action of the LEA. The LEA can participate in the Early Retirement Incentive
Program in the future yearsiif it complied with all the applicable provisions of law and
it has taken a formal action prior to January 1, 1999. This formal action creates a
window of opportunity for participation in the Early Retirement Incentive Program in
subsequent years (i.e., 2000-01, 2001-02, etc...)

The notes to the financia statements must include adequate disclosure of the LEA’s
participation in an early retirement incentive program. The early retirement note must
be presented in the format designed by the State Controller’s Office.' Education Code
Section 14502 requires the following disclosures:

1. Thenumber and type of positions vacated;

2. The age, service credit, and salary and benefits of the retirees receiving the
additional service credit;

1 The required format is illustrated in the notes to the supplementary information in

Appendix A of thisaudit guide.

W/P
Reference

Initials

Date
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3. A comparison of the salary and benefits of each retiree receiving the salary and
benefits with the salary and benefits of the replacement employee, if any; (Note:
Salary and benefits must be presented separately.)

4. The additiona retirement’ (including interest, if any), postretirement health
benefit, and administrative costs resulting from this early retirement incentive
program.

Compliance Requirement:

The LEA shall certify that the formal action taken would result in one or more of the
following: (1) anet savings to the LEA; (2) areduction of the number of certificated
employees as a result of declining enrollment; or (3) the retention of certificated
employees who are credentialed to teach in teacher shortage disciplines (Education
Code Sections 22714 and 44929).

Suggested Audit Procedures:

1. Obtain a copy of the certification and verify that the school district received
approval from the county office of education (county offices of education receive
approval from the Superintendent of Public Instruction).

2. Verify that the reason(s) contained in the certification agree with the results of the
early retirement incentive program.

3. Verify the data disclosed as a result of the LEA’s adoption of the early retirement
incentive program.

Compliance Requirements:

Retirees eligible for the additional two years of service credit must have five or more
years of service under STRS and retire during a period of not more than 120 days or
less than 60 days from the date of the formal action of the LEA (Education Code
Sections 22714 and 44929).

Eligible members must not receive unemployment insurance payments during the
period extending one year beyond the effective date of the formal action (Education
Code Sections 22714 and 44929).

2 The amount is determined by the STRS Board.
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Suggested Audit Procedures:

Select a representative sample of employees retiring under the early retirement
incentive program and perform the following procedures:

4. Verify that the retirees had at least five years of service credit under STRS and
retired during the appropriate period of time.

5. Review the retirees’ personnel records to verify that the retirees were employed
and not receiving unemployment insurance payments from the date of formal
action until the date of retirement.

Community Day Schools

The Community Day School Program was established by the Legidlature in 1995 for
the purpose of providing school districts with additional resources to provide
instructional programs for pupils who have been expelled or who need a highly
structured school setting. The program was established by AB 922 (Chapter 974,
Statutes of 1995, effective July 1, 1996, which also provided for supplemental
apportionments for districts operating the program. The program was subsequently
amended by Statutes of 1996, Chapters 124 (AB 3470), 937 (AB 2834), and 1158
(AB 2964), Statutes of 1997, Chapter 825 (AB 827) and Statutes of 1998, Chapter
847 (AB 1845). In order to receive state apportionment funding for Community Day
School pupils, districts must meet certain specified conditions of apportionment,
including a 360-minute minimum school day, and must also maintain attendance
records sufficient to document the required pupil attendance (Education Code
Sections 48660 through 43666).

Program Objectives

In establishing Community Day Schools, the Legislature acted to support a local
educational placement option for school districts wishing to provide a higher level of
educational and learning support services for students who have exhibited significant
negative behaviors. AB 1845 provided that county offices of education may also
establish Community Day Schools (Education Code Section 48667(a)).

Community Day Schools serve students, according to specified priority order, who
have been mandatorily expelled, expelled for any other reason, referred by probation,
and/or who have demonstrated a pattern of negative behavior and have been referred
by a school attendance review board (SARB) or other district-level referral process
(Education Code Section 48662).

Program guidelines outlined in statute include a low pupil-teacher ratio,
individualized instruction and assessment, collaboration with a broad array of
counseling and disciplinary personnel (Education Code Section 48660.1), and a
longer school day (minimum of 360 minutes of classroom instruction (Education
Code Section 48663(a)). Independent study may not be utilized as a means of
providing any part of the minimum instructional day. Community Day Schools are
intended to be separate schools, not merely separate programs, and are to be located
apart from other schools unless satisfactory aternative facilities are unavailable
(Education Code Section 48661).
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Funding

Education Code Section 48664 paragraphs (a) and (d) provide that, in addition to
funds from al other sources (including base revenue limit funding), the
Superintendent of Public Instruction shall apportion to each school district that
operates a Community Day School $4,550 per year for each unit of average daily
attendance (ADA), up to specified limitations, reported at the annual apportionment
for pupil attendance at Community Day Schools. The supplemental apportionment
(Education Code Section 48664(a)) for county-operated Community Days Schools
will be $3,454/ADA.

Districts and County Offices of Education may aso receive supplemental
apportionments of $4.35/pupil/hour for up to two hours of supervised attendance at a
Community Day School following completion of the full six-hour instructional day.

Compliance Reguirement:

The minimum school day for pupils enrolled in community day schools is 360
minutes of classroom instruction provided by a certificated employee of the district
reporting the attendance of the pupils for apportionment funding, exclusive of lunch
and other break periods (Education Code Section 48663(a)).

Suggested Audit Procedures:

1. Verify that the minimum school day included at least 360 minutes of classroom
instruction by reviewing the bell schedule(s) of the district’s community day
school(s). (Note: pupils with exceptional needs may be enrolled for a shorter
minimum school day when such a day is specified in the pupils Individualized
Educational Programs.) Prepare a list of any pupils, other than the pupils with
exceptional needs, who are found not to have been scheduled to attend for at least
360 minutes of instructional time.

2. Verify that pupils were provided classroom instruction by a certificated employee
of the digtrict for at least the minimum school day by reviewing teacher room
assignments and employment records.

3. Select arepresentative sample of students and verify that they were scheduled to
attend 360 minutes by reviewing their class assignments (applicable to secondary
students).

4. Prepare a schedule of any ineligible pupilsidentified in step 1 and/or in step 2 or
step 3. Determine the number of days of attendance reported by the district for
such pupils on CDE form J-18/19, P-2 Report of Attendance for the 2001-02
Year, that represented the attendance of ineligible pupils. Calculate the amount
by which ADA was overstated and include a schedule and finding to be included
in the audit report.

Compliance Reguirements:

Districts operating community day schools are eligible to receive additional funding
(Education Code Sections 48663 and 48664) of $4,550 per unit of community day
school ADA per year for the actual attendance of pupils during the fifth and sixth
hours of each school day that a district requires the pupils to attend a community day
school for at least 360 minutes of instructional time. For county-operated community
day schools the additional funding is $3,454/ADA.
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For the purposes of calculating the supplemental funding provided to a school district
(Education Code Sections 48663(c) and 48664), only, community day school
attendance must be reported in clock hours. In order to receive this additional
funding, districts must maintain a record of hourly pupil attendance configured so as
to substantiate that each hour or portion of an hour of a pupil’s scheduled and credited
attendance was separately determined. Only the attendance of pupils in classes that
are part of a separate community day school can be counted for purposes of
apportionment attendance.

Suggested Audit Procedures:

5. Select a representative sample of pupils who were enrolled in the district’s
community day school(s) and trace the credit reported for each sampled pupil’s
attendance in the fifth and sixth hours of attendance back to the record prepared
by the classroom teacher. Verify that pupils who attended less than five hoursin a
school day were not reported for attendance credit for the additional funding, that
attendance of five hours was reported for one-half day of attendance credit for the
additional funding, and that attendance of six hours or more was reported for one
whole day of attendance credit for the additional funding.

6. If any attendance credit was determined in step 1 to have been inappropriately
reported for the sample pupils, report the finding in the audit report and prepare a
schedule summarizing the hours of attendance credit inappropriately claimed and
apportionment funding received on account of such ADA for the sample pupils.

Compliance Reguirement:

Districts operating community day schools are eligible to receive additional funding
of $4.35 multiplied by the total of the number of hours each school day, up to a
maximum of two hours daily, that each community day school pupil remains at the
community day school under the supervision of a school district employee following
the completion of the full six-hour instructional day (Education Code Section
48664(c)). In order to receive this additional funding, districts must maintain a record
of hourly pupil attendance.

Suggested Audit Procedures:

7. Select a representative sample of pupils who were enrolled in the district’s
community day school(s) and trace the credit reported for each sampled pupil’s
attendance in the seventh and eighth hours of attendance back to the record
prepared by the supervising district employee. Verify that pupils who had not
completed the full required six-hour instructional school day were not reported
for attendance credit for the additional funding.

8. If any attendance credit was determined in step 1 to have been inappropriately
reported for the sample pupils, report the finding in the audit report and prepare a
schedule summarizing the hours of attendance credit inappropriately claimed and
apportionment funding received for the sample pupils.
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The Class Size Reduction Program was established by the Legislature in 1996 for the
purpose of providing a financial incentive for school districts, including charter
schools, but excluding county boards of education and county superintendents of
schools to reduce class size in kindergarten and grades 1 to 3, inclusive, to no more
than 20 pupils per certificated teacher. The Class Size Reduction Program provides
school districts with specified funding for each pupil enrolled in an eligible class, but
the funds are conditioned upon (1) a specified application to the Superintendent of
Public Instruction; (2) specific standards for the maximum ratio of enrolled pupils to
classroom teacher in each eligible class; and, (3) certain other conditions of
apportionment (Education Code Sections 52120 through 52128, Title 5, California
Code of Regulations, Division 1, Chapter 14, Subchapter 3.5.)

Compliance Requirement:

In order for a district to receive Class Size Reduction funding, by October 24, 2001,
the district must have applied to participate in the Class Size Reduction Program
pursuant to an action of the governing board and in accordance with the procedures
established by the Superintendent of Public Instruction. In order to qualify for
funding, certain conditions must be met.

Suggested Audit Procedure:

1. Determine whether the school district received Class Size Reduction Program
funding for 2001-02. If no funding was received, no further steps are required.

Compliance Reguirement:

Each class for which the district claimed Class Size Reduction Program funds must
meet specific standards for the maximum ratio of enrolled pupils to classroom teacher
in each dligible class. There are two different funding levels in the Class Size
Reduction Program, known as “Option One” and “Option Two,” each of which has a
different standard that must be met. Generally, “Option One” classes are those classes
in which pupils are assigned for the full regular instructional day, while “Option Two”
classes are those classes in which pupils are assigned for at least one-haf of the
instructional minutes offered each day.

Suggested Audit Procedures:

Option One Classes

1. Obtain a schedule of the individual classes which the district has reported as
“Option One” and summarized on the J-7CSR form.

2. For sample classes, review the data used by the district to prepare the list of
“Option One" classes reported on the J-7CSR form to determine if the JJ7CSR
form is supported by adequate documentation.

3. Determine if the teacher held a valid California teaching credential or the district
has received a waiver approved by the California Commission on Teacher
Credentialing.
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4. For sample classes, review supporting data to ensure that counts began on the first
teaching day of the school year (counts for newly created classes begin on the first
teaching day the class existed); pupils who were on independent study for one or
more days were excluded from the CSR enrollment count for the equivalent
number of days, and no funding was claimed for pupils enrolled in CSR
combination classes if the pupil(s) were at a grade level indigible for CSR
funding (i.e. 4 grade and higher).

5. [Note: sincethe availability of records of daily pupil assignments will vary among
school districts and school sites, an absence of recordsis not sufficient cause for a
finding on this item.] For sample classes, review teacher assignments and other
available pupil and teacher assignment data to verify that the number of pupils
reported as being under the immediate supervision of each assigned teacher for
each class reported on the J-7CSR form was the actual class size for a substantial
majority of the full regular school day. Pupils in classes claimed for funding on
the J7CSR form may be brought together with pupils from other classes in
groups exceeding 20 pupils per certificated teacher for limited periods of time,
which must be kept to a minimum, during which they receive a particular phase of
education (e.g., art, physical education, music); pupils may not receive their
primary daily instruction in reading or mathematics while in a group that exceeds
20 pupils per certificated teacher.

6. Determine the average daily class size for the specified sample of classes that
were certified by the district as eligible for Class Size Reduction Program funding
using the following procedures (Education Code Section 52124.5,):

(A)  The number of classes to be reviewed shall be based on auditor judgment,
but the selection of classes shall be done randomly.

(B)  For each class selected, the sample shall include at least 15 days randomly
selected from all instructional days which occurred between the first day of
instruction and April 15, inclusively, of the school year.

(2)(A) If the auditor concludes from the sample, based on his or her professional
judgment, that average class size for the sampled classes is more than 20.4
when averaged over a period from the first day of instruction to April 15 of
the school year, then the auditor shall conduct a more in-depth review. The
in-depth review shall be either of the following:

(i) A review of al instructional days for all classes for which a district has
requested funding pursuant to Section 52126.

(i) A randomly selected sample of al classes and instructional days of
sufficient size and designed in such a manner that the class size for each
class, when averaged over the period from the first day of instruction to
April 15, that the auditor can conclude that the average daily class size does
not exceed 20 with an error of no more than 0.4 rate at 95 percent degree of
confidence.
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(B) The school district shall make the determination as to which of the two in-
depth review methods set forth in subparagraph (A) shall be used.

With the exception of classes in school districts that maintain only one school that
serves pupils in kindergarten and grades 1 through 3, a class is not ligible for Class
Size Reduction Program incentive funds if the average daily class count exceeds 20.4.
(Note: For purposes of this procedure, in districts with computer-based attendance
accounting/student information systems, the auditor may use reports generated by the
computerized system rather than reviewing teacher class registers or other site-based
documentation.)

Classes in school districts that maintain only one school that serves pupils in
kindergarten and grades 1 through 3 are eligible to receive funding provided that there
are no more than two classes per participating grade level, the pupil/teacher ratio does
not exceed 22.4 in any one class, the average class size of all classes participating in
CSR (combined) does not exceed 20.4, and the governing board has made a public
declaration that it has exhausted all possible alternatives to averaging and is unable to
achieve the 20:1 ratios in a way that is educationally acceptable. The average class
sizeis determined by dividing the total number of pupils enrolled in CSR classesin all
grade levels at the school by the total number of CSR classes in the school (Education
Code Section 52122 [h]).

The auditors are to conduct the audit by using daily averaging (daily is required by
law) regardless of what method the district used to compute the J-7CSR.

If any class failed to meet the conditions in steps 2, 3, 4, 5, or 6 above, prepare a
schedule, which must be presented in the supplementary information section of the
audit report, summarizing the noncompliant classes by grade level, number of classes,
number of pupils incorrectly reported as eligible pupils on the J7CSR form, and
incentive funding claimed on the basis of such pupils.

Option Two Classes

1. Obtain a schedule of any individual classes that the district has reported as
“Option Two” and summarized on the J-7CSR form. (Note: the number of classes
in this section will not match the actual number of Option Two classes operated
by the district, due to the fact that teachers who are not the teacher of record, but
who are assisting the principal teacher in order to reduce the pupil/teacher ratio,
may be counted for the purpose of Option Two (Title 5, CCR, Section 15130).

2. For sample classes, review pupil class enrollment data and teacher assignment
information. Review the data used by the district to prepare the list of “Option
Two” classes reported on the J-7CSR form.

3. Determine if the teacher held a valid California teaching credential or the district
has received a waiver approved by the California Commission on Teacher
Credentialing.
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4. For sample classes, review teacher assignments and other available data to ensure
that the class size reported on the J-7CSR form was the maximum actual class
sizefor at least one-half of the instructional minutes offered per day in each grade
for which incentive funding is claimed. Review class schedules to ensure that the
time that pupils spend in “Option Two” classes is primarily devoted to instruction
in reading or mathematics.

5. For sample classes, review supporting data to ensure that counts began on the first
teaching day of the school year (counts for newly created classes begin on the first
teaching day the class existed); pupils who were on independent study for one or
more days were excluded from the CSR enroliment count for the equivalent
number of days, and no funding was claimed for pupils enrolled in CSR
combination classes if the pupil(s) were at a grade level indigible for CSR
funding (i.e. 4 grade and higher).

If any class failed to meet the conditions in steps 2, 3, 4, or 5 above, prepare a
schedule, which must be presented in the supplementary information section of the
audit report, summarizing the noncompliant classes by grade level, number of classes,
number of pupils incorrectly reported as eligible pupils on the J-7CSR form, and
incentive funding claimed on the basis of such pupils.

Compliance Reguirement:

The Class Size Reduction Program established other conditions of apportionment for
districts claiming incentive funds. These include grade level priorities, specific
teacher training, prohibitions related to specific educational settings, and limitations
on claiming Class Size Reduction funding if another funding source is also claimed.

Suggested Audit Procedures:

1. Review the school site level information used by the district to complete the J-
7CSR form. For the sample school sites, verify that: (1) classes claimed on the J-
7CSR are for pupils in kindergarten, or grades one to three, inclusive; (2) classes
in grade one have been reduced to 20 pupils or fewer, before a class at any other
grade level is claimed for Class Size Reduction Program funding; and, (3) classes
in grade one and grade two have been reduced to 20 pupils or fewer, before a
class at any other grade level is claimed for Class Size Reduction Program
funding. If any class, especialy a class serving pupils from more than one grade
level, is found to be noncompliant, or if a school site does not include classes in
kindergarten and all of the grades one to three, review Education Code Section
52123 and determine if any of the specia conditions for such classes and sites
have been met.

If any class reviewed in this procedure that is at a higher-priority grade level
exceeds a class size of twenty pupils, determine whether the failure to fully
implement at the higher priority grade level before proceeding to the next priority
grade level was intentional (CCR Title 5, Section 15131).

2. Verify on a sample basis that each certificated teacher reported on the J-7CSR
form, who is new to the Class Size Reduction Program, has received or is
scheduled to receive training, specified in Education Code Section 52127,
necessary to maximize the educational advantages of class size reduction. Review
each dite's teacher staff development plan to determine that the plan meets the
requirement of Education Code Section 52127 and review the records used to
verify teacher attendance at the required training sessions.

W/P
Reference

Initials

Date
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3. Verify on asample basis that no pupil enrolled in a charter school and reported on
the district’s J-7CSR form was participating in a partial day or full-time program
of “home-study.” Verify that no pupil in any school who is enrolled in a program
of independent study for the full regular school day, or for that portion of any
pupil’s school day during which he/she is participating in independent study, was
reported on the district's J-7CSR form. Verify that no specia day classes have
been reported on the J-7CSR.

4. Review the information used by the district to complete the J-7CSR form to
ensure that if the district has elected to reduce class size through the use of an
early-late instructional program it has not used Education Code Section 46205
when calculating instructional time used to qualify for Longer Instructional Day
and Year incentive funding. (Note: if the school district operated under Section
46205 prior to July 1, 1996, the district may receive class size reduction funding
pursuant to Option One in any grade level for which class size reduction funding
would otherwise be received pursuant to Option One.)

Summary of Procedures:

Following the completion of each of the three compliance items in the Class Size
Reduction Program section, if any of the classes reported for Class Size Reduction
incentive funds has been found to be ineligible for such funding after any of the
preceding audit procedures are applied, prepare a schedule, which must be presented
in the supplementary information section of the audit report, summarizing the results
of all steps and presenting the noncompliant classes by grade level, number of classes,
number of pupils incorrectly reported as eligible pupils on the 37CSR form, and
incentive funding claimed on the basis of such pupils, including the data for each
ineligible class only once, even if it has been found to have been ineligible for Class
Size Reduction funds for failing to meet more than one of the steps included in the
preceding suggested audit procedures.

Program to Reduce Class Sizein Two Coursesin Grade 9

The Program to Reduce Class Size in Two Courses in Grade 9 (also known as the
Morgan-Hart Class Size Reduction Program) was amended by the Legislature in 1998
for the purpose of providing a financial incentive for school districts, excluding
county boards of education and county superintendents of schools, to reduce class size
in two grade 9 courses that count toward completion of the graduation requirements
established for English, mathematics, science, or socia studies, provided that one of
the courses included in the class size reduction program be English. The Program to
Reduce Class Size in Two Courses in Grade 9 provides school districts with specified
funding for each pupil enrolled in an eligible class, but the funds are conditioned upon
(1) a specified application to the Superintendent of Public Instruction; (2) specific
standards for the maximum ratio of enrolled pupils to classroom teacher and the
maximum enrollment for each eligible class, and (3) certain other conditions of
apportionment. (Education Code Sections 52080 through 52090, Title 5, California
Code of Regulations, Division 1, Chapter 14, Subchapter 3.75.) (Standardized
Account Code Structure resource code 1200)
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Compliance Requirement:

In order for a district to receive class size reduction funding, the district must have
applied to participate in the Morgan-Hart Program to Reduce Class Size in Two
Courses in Grade 9 in accordance with the procedures established by the
Superintendent of Public Instruction. In order to qualify for funding, certain
conditions must be met. (Education Code Sections 52082 and 52084(g)).
Additionally, each school for which the district claimed Morgan-Hart Class Size
Reduction funds must meet specific standards for the maximum ratio of enrolled
pupils to classroom teacher and the maximum number of pupils in any participating
class at each participating school. (Education Code Sections 52084(a), (¢), (g), and
52086(a)).

Suggested Audit Procedures:

1. Determine whether the school district received incentive funding for grade 9
under the Program to Reduce Class Size in Two Courses in Grade 9 for 2001-02.
If no funding was received no further steps are required. If funding was received
proceed to step 2.

2. If any exceptions are found during the testing, determine if the school district has
an approved waiver for the exception or exceptions noted.

Obtain the JOMH-A form.
4. Review the JOMH-A form and determine that it is mathematically correct.

Trace the data to supporting summaries and a representative sample of
documentation from participating school sites.

6. Select arepresentative sample of schoolsto test. For those schools determine that
the average class size is no more than 20 pupils enrolled per certificated teacher.

7. From the sample selected in 6 above, select a representative sample to determine
that each individual class has no more than an average of 22 pupils enrolled
during the school year.

8. For the schools sampled in 6 above, review the class titles to assure that the
course or courses were in English, mathematics, science or socia studies and
count toward completion of the graduation requirements. Verify that one of the
courses included in the program was English.

Summary of Procedures:

Following the completion of the compliance items in the Morgan-Hart Program to
Reduce Class Size in Two Courses in Grade 9, if any of the classes reported for
Morgan-Hart Class Size Reduction incentive funds has been found to be ineligible for
such funding after any of the preceding audit procedures are applied, prepare a
schedule, which must be presented in the supplementary information section of the
audit report, summarizing the results of all steps and presenting the noncompliant
classes by grade level, course title, number of classes, humber of pupils incorrectly
reported as eligible pupils on the JOMH-A form, and incentive funding claimed on
the basis of such pupils, including the data for each ineligible class only once, even if
it has been found to have been ineligible for Morgan-Hart Class Size Reduction funds
for failing to meet more than one of the steps included in the preceding suggested
audit procedures.

W/P
Reference

Initials

Date
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Note: For purposes of this section, the term “School District” also includes county
offices of education. (Education Code Section 60118)

Compliance Requirement:

In order to be eligible to receive funds available for instructional materials from any
source (K-8 Instructional Materials Fund, 9-12 Instructional Materials Fund, or
Schiff-Bustamante), Education Code Sections 60119(1) and (2)(A) require that the
governing board of a school district take the following actions:

The governing board shall hold a public hearing or hearings at which the
governing board shall encourage participation by bargaining unit leaders,
parents, teachers, and members of the community interested in the affairs of the
school district and shall make a determination, through a resolution, as to
whether each pupil in each school in the district has, or will have before the end
of that fiscal year, enough textbooks and other instructional materials in each
subject consistent with the content and cycles of the curriculum framework
adopted by the state board.

If the governing board determines that there are not enough textbooks or
instructional materials, the governing board shall provide information to
classroom teachers and to the public setting forth the reasons for the
insufficiency and shall take any action, except an action that would require
reimbursement by the Commission on State Mandates, to ensure that within two
years from the date of the determination, each pupil has enough textbooks or
instructional materials.

Suggested Audit Procedures:

1. Determine whether the school district held the public hearing or hearings to
make a determination through a resolution whether each pupil in each school
has, or will have by the end of the fiscal year, enough textbooks or other
instructional materialsin each subject.

2.  Determine whether the resolution states that there were sufficient textbooks or
instructional materials. If the resolution does not state this, then verify that the
governing board took action to ensure that each pupil will have sufficient
textbooks or instructional materials, or both within a two-year period from the
date of determination.

3. Determine whether the school district provided a 10-day advance notice of the
public hearing or hearings described above as required by Education Code
Section 60119(b).

4. Determine whether the notice included the time, place, and purpose of the
hearing and was posted at a minimum of three public locations in the school
district.

5. If thedistrict was not in compliance with any of the above four requirements, the
district is not eligible to receive IMF funding from any source for that fiscal year.
Assistance in determining the amount of IMF funding apportioned to each district
can be found a the Cadlifornia Department of Education's website at
www.cde.ca.gov/fiscal/audit. IMF funding includes K-8 Instructional Materials,
9-12 Instruction Materials, and Schiff-Bustamante.
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. State Instructional Materials Fund (K through 8)

The State Instructional Materials Fund (IMF) provides a means of annually funding
the acquisition of instructional materials. The California Department of Education
administers the fund under policies established by the State Board of Education.
These instructional materials funds may be used by the school districts for the
following purposes (Education Code Sections 60240, 60242.5, and 60242):

« To purchase instructional materials adopted by the State Board of Education

« To purchase instructional materials, including, but not limited to, technology-
based materials from any source

e To purchase tests

« To bind basic textbooks that are otherwise usable and are on the most recent list of
basic materials adopted by the state board and made available pursuant to
Education Code Section 60200

o Tofundin-servicetraining

Pursuant to Education Code Section 60242(b), the State Board of Education has
adopted an Instructional Materials Fund Expenditure Policy specifying the percentage
of the school district’s allowance that is authorized to be used for the purposes listed
above.

Compliance Requirement:

Allowances received by the school districts shall be deposited into a separate account
as specified by the Superintendent of Public Instruction (Education Code Section
60242.5).

Suggested Audit Procedures:

1. Determine the amount of the allowance the school district received from the
California Department of Education.

2. Determine whether the allowance received has been accounted for separately.
Compliance Reguirements:

A district must use the allowances and any interest earned on such allowances to
purchase instructional materials, tests, and in-service training (Education Code
Section 60242). Under the Instructional Materials Fund Expenditure Policy adopted
by the State Board of Education pursuant to Education Code Section 60242(b), at
least 70% of the district’s total allowance must be spent for materials adopted by the
state board unless the district has petitioned for and received state board approval to
use more than 30% of its allowance for nonadopted materials. This exception applies
to nonadopted instructional materials that have passed legal compliance requirements
and to materials that do not require alegal compliance review and that are deemed to
better meet the curricular goals of the district and to be more desirable for the
district’s student population.

W/P
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State Instructional Materials Fund (K through 8) (continued)

The 30% nonadopted instructional materials allowance may include a maximum of
5% for tests, inservice training, textbook binding, and/or instructional television and
distance learning, that have passed legal compliance review or are exempt from such a
review.

In lieu of or in conjunction with expending instructional material funds as prescribed
in the previous two paragraphs during the 1998-99, 1999-2000, 2000-01, and 2001-02
school years, school districts and county offices of education may spend up to 100%
of their instructional materials fund on core or supplementary instructional materials
from any source suitable for instruction in the Structured English Immersion program
called for in Education Code Sections 300-340 (Proposition 227), provided that the
local school board certifies in a public meeting that the materials are appropriate for
the Structured English Immersion program described under Proposition 227. Please
note: regardless of what the district spent on Structured English Immersion, the
district may still spend up to 30% of its original Instructional Materials Fund amount
on non-adopted materials that have passed legal and social compliance requirements.
Assistance in determining the materials that have passed legal and social compliance
requirements can be found at the California Department of Education’s website at
www.cde.ca.gov/fiscal /audit.

In addition, the IMF policy was amended in 2000 by the State Board of Education to
continue to alow school districts and county offices to use their IMF to purchase core
or supplementary instructional materials from any source suitable for instruction in the
“Structured English Immersion” program until June 30, 2002, provided that:

a. Those materials are core materials or supplementary materials that will help
students develop skill in English (reading, writing, speaking, and understanding);
and

b. The local school board certifies in a public meeting that the materials are
appropriate for the “Structured English Immersion” program described under
Proposition 227; and

¢. Thelocal school board has reviewed the alignment of the materials with the State
Board approved content standards in language arts.

The adopted Foreign Language materials list expired on June 30, 2000. The State
Board has delayed another adoption of Foreign Language materials until 2003. The
State Board amended their IMF policy to alow for the following:

e School districts and county offices of education may use 100% of their IMF to
purchase Foreign Language Materials that were adopted in 1990 until June 30,
2003.

Suggested Audit Procedures:

3. Review the school district’s list of instructional materials purchased with the
Instructional Materials Fund to determine whether:

a. Instructional materials that have been adopted by the State Board of
Education.
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State Instructional Materials Fund (continued)

b. Instructional materials that have not been adopted by the State Board of
Education but that do meet legal compliance requirements (Education Code
Section 60040).

¢. The purchase of English Language Learner materials include a confirmation
by the district that the local school board certified in a public meeting that the
meterials are appropriate for the “Structured English Immersion” program
described in Proposition 227.

d. Thelocal board reviewed the materials to ensure alignment with State Board
approved content standards in language arts, if the materials are for instruction
in the Structured English Immersion Program.

4. Determine whether the school district has petitioned for and received State Board
of Education approva to use more than 30% of its allowance for nonadopted

materials.

5. Test expenditures of Instructional Materials Fund allowances to determine
compliance with the State Board of Education Instructional Materials Fund
Expenditure Policy. Determine whether the school district used its allowance and
interest for the following purposes:

a. At least 70% of its allowance and interest to purchase instructional materials
adopted by the State Board of Education.

b. No more than 30% of its allowance and interest as follows:

1. No more than 30% on the following:

To purchase nonadopted instructional materials that have passed legal
and social compliance review including, but not limited to, technology-
based materials, from any source.

To purchase instructional materials that are exempt from a legal
compliance review, including trade books, maps and globes, reference
materials (including dictionaries), math manipulatives, and hand-held
calculators.

To purchase instructional materials designed for use by pupils and their
teachers as alearning resource that are integral to a program as defined
in Education Code, Section 60010(h), but that do not contain print or
pictures and, therefore, do not need alegal compliance review.

2. Within that 30% no more than 5% on the following:

To purchase any instructional materials that have passed a legal and
social compliance review.

To purchase tests or in-service training pursuant to Education Code
Sections 60110(h) and 60225.

To bind basic textbooks that are otherwise usable and are on the most
recent list of basic instructional materials adopted by the state board
and made available pursuant to Education Code Section 60200.

To fund in-service training.
Instructional television and distance learning.

W/P
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11. Schiff-Bustamante Standards-Based I nstructional Materials

The Schiff-Bustamante Standards-Based Instructional Materials Program was
established by AB 2041 (Chapter 312, Statutes of 1998) to ensure that pupils in
kindergarten and grades 1 to 12, inclusive, be provided with instructional materialsin
the core curriculum areas of language arts, mathematics, history/socia science, and
science that are aligned with the state content standards as adopted by the State Board
of Education. (Education Code Section 60450). The State Board of Education
approved content standards in math and language arts in 1997 and history/social
science and science in 1998. The funds appropriated for purposes of this program
must be used by the school districts for the following purposes (Education Code
Section 60451):

e To purchaseinstructional materials for pupilsin kindergarten and grades 1 to
8, inclusive, that are aligned with content standards and have been adopted
by the State Board of Education pursuant to Chapter 2 (commencing with
Section 60200) of Part 33, using criteria developed subsequent to the
adoption of content standards.

e To purchase instructional materials for pupils in grades 9 to 12, inclusive,
that are basic instructional materials, as defined in subdivision (&) of Section
60010, that have been reviewed and approved through a resolution adopted
by the local board, as being aligned with the State Board of Education
adopted content standards.

Compliance Reguirement:

Allocations received by the school district shall be deposited into a separate account
as specified by the Superintendent of Public Instruction (Education Code Section
60452(a).

Suggested Audit Procedures:

1. Determine the amount of the allowance the school district received from the
California Department of Education.

2. Determine whether the allowance received has been accounted for separately.
Compliance Requirement:

A district must use the allowance and any interest earned on such allowances to
purchase instructional materials in the core curriculum: language arts, mathematics,

history/social science, or science, that are aligned to content standards adopted by the
State Board of Education.
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Schiff-Bustamante Standards-Based Instructional Materials (continued)
Suggested Audit Procedures:

3. For grades K-8, review the school district’s list of instructional materials
purchased and select a sample to determine whether the materials were adopted
by the State Board of Education March 1999 or later, are in one of the four core
subject areas, and are the correct copyright date and editions as adopted by the
State Board of Education. Instructional materials adopted by the State Board of
Education can be found at the Department of Education's website at
www.cde.ca.gov/fiscal/audits.

4. For grades 9-12, review the school district’s list of instructional materias
purchased and select a sample to determine whether the materials were reviewed
and approved through a resol ution adopted by the local governing board, as being
aligned with 1997 or 1998 State Board of Education adopted content standards.

Digital High School Education Technology Grant Program

The Digital High School (DHS) Education Technology Grant Program, authorized by
AB 64 (Chapter 326, Statutes of 1997), took effect on August 19, 1997. The DHS
program provides assistance to schools serving students in grades 9-12, inclusive, so
that these schools may install and support technology, as well as provide staff
training. The installation support is provided through the Technology Installation
Grant, a one-time $300 per student amount. Schools that certify completion of their
Technology Installation Grant are then eligible to receive a Technology Support and
Staff Training Grant in the second fiscal year following the year in which they were
selected for the Technology Installation Grant. The Technology Support and Staff
Training Grant is an ongoing $45 per student per year. Funding is contingent upon the
local education agency providing an equivalent local match and the funds being
appropriated each year. (Education Code Sections 52250 through 52254)

The DHS program is designed to enhance traditional learning by appropriate
technology. The program objectives are as follows:

« To provide al high school pupils with basic computer skills including, but not
limited to, the ability to utilize electronic mail, word processing programs,
electronic publishing software, spreadsheet programs, courseware and related
software, and Internet search and retrieval tools.

o Toimprove pupil achievement in all academic subjects.

« To increase collaboration among high schools, private industry, postsecondary
education institutions, and community organizations.

Compliance Requirement:

The DHS program shall provide one-time installation grants and ongoing technology
support and staff training grants to school districts and county offices of education for
projects at high schools. In order to receive a grant, the school district or county office
of education of a high school participating in the program shall provide alocal match
that is not |ess than the amount of the grant.
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The local match requirement for an installation grant may be met by providing
educational technology infrastructure, including, but not limited to, wiring, cabling,
routers, servers, and other equipment specifically acquired and necessary to
accommodate educational technology, hardware, and software.

The local match may include consultant fees and other contract personnel expenses
that are incurred during the installation phase. The expenses must be incurred to
implement plans for staff training and curriculum development during the installation
phase. The expenses cannot include the salaries of teachers, administrative, and
classified personnel employed at the schoal.

Thelocal match required for the technology support and staff training grant may
include costs incurred by the school district or the county office of education to
maintain and upgrade systems, to support pupil and faculty users, and to provide
ongoing staff training at the high school site. These resources may include the
salary of atechnology coordinator.

Suggested Audit Procedures:

1. Determine if the schoal isin the Installation Grant phase or Technology Support
and Staff Training (TSST) phase of the program as of June 30 of the year under
audit. To determine the Installation Program status, refer to
www.cde.ca.gov/digitalhigh/ digitalhighdata/index.html. If the school is still in
the Installation Grant phase, skip procedures 2 and 3 below and proceed to
procedure 4.

2. If a Form DHS30 (End of Grant Expenditure Report/Certification of
Completion) was certified during the fiscal year, verify that all DHS grant funds
were expended and that the school’s local match documentation (DHS-23C) is
not less than the grant award. The DHS-30 may cover a period of up to 24
months.

3. Ifinthe TSST phase of the program, obtain the CDE’ s grant award (DHS-40) and
the school’s local match documentation to ensure that the local match is not less
than the grant award.

4. Determine whether the school district or county office of education maintained
separate accounting for the DHS funds.

5. Select arepresentative sample of DHS program expenditures and determine
whether the funds were spent in accordance with the approved DHS-30.

California Public School Library Act of 1998, K-12

Background:

Substantial research indicates that a school library well-stocked with materials in a
variety of formats makes a positive impact on improved literacy as well as overall
academic achievement. During the 1997 legidative session, Assembly Bill 862
(Ducheny) recognized the need for consistent, statewide funding for school library
materials. It created a library materials fund for all students, grades K-12—the first of
itskind in California.
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STATE COMPLIANCE REQUIREMENTS (continued)
California Public School Library Act of 1998, K-12 (continued)

520

Program Description:;

The objective of the program is to improve and update school library resources, both
print and electronic, in support of academic standards for all students. School districts,
charter schools, and county offices of education are eligible to apply for library act
funds. To receive funding, they must develop a districtwide school library plan. Each
year that the funding is available, the plan is approved by the local governing board
and an application/certification is submitted to the California Department of
Education (CDE). While funds are apportioned to school districts and county offices
on an equal amount per unit of regular average daily attendance reported in the second
principa apportionment of the prior fiscal year, they are distributed within the district
according to the districtwide library plan (Education Code Sections 18181, 18182).

Compliance Requirement:
o Useof the fundsisin accordance with the districtwide library plan.
Suggested Audit Procedures:

1. Determine the amount of the alowance the school district received from the
California Department of Education.

2. Determine whether the expenditures follow the districtwide library plan.
Compliance Requirement:

The funds may be expended for library resources, including books, periodicals,
microforms, AV materials, computer software, CD ROMSs, and online resources
(Education Code 18183). CDE convened an advisory committee to develop examples
for each of the allowable resource categories in accordance with Education Code
18184.

Suggested Audit Procedures:

3. Test expenditures to determine compliance with the described policy. Areas of
review could include: (1) the purchase of reading motivational software (e.g.
Accelerated Reader), which is alowable under the Instructional Materials Funds
but not the library act funds; (b) use of the funds for furniture, labor to upgrade
library wiring, library staff time; (c) use of the funds for staff development or
conference attendance. Examples of appropriate and unacceptable expenditures
are listed on the following pages.

4. Determine that al hardware purchased with library act funds is located in the
school library or in a computer areathat is an integral part of library operations.

W/P
Reference

Initials

Date
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STATE COMPLIANCE REQUIREMENT S (continued) 520
California Public School Library Act of 1998, K-12 (continued)

W/P
Reference | Initials | Date

EXAMPLES, Use of K-12 Library Funds
Type of Library Resource:

Books
Appropriate expenditures:

o Library books include fiction, nonfiction, and reference books in paperback or
hardbound editions

o Cataloging and processing may be ordered with purchase

o Booksin languages other than English

Unacceptable expenditures:

o Textbooks (e.g., materials usually purchased in class sets for instruction)

o Classroom literature sets (e.g., 20 or more copies of the same book title used
for reading instruction in the classroom)

o Contracts for library services with county offices of education or public
libraries

Periodicals
Appropriate expenditures:

o Newspaper subscriptions and magazine subscriptions in print and/or electronic
format

Unacceptable expenditures:

o Classroom sets of a single magazine title (e.g., Scholastic News, Weekly
Reader)

Microforms, AV materias, software, and online resources

Appropriate expenditures:

o Resources on microfiche or microfilm to assist in research process

o Audio and video tapes, laser disks, DVDs

o Artprints

o CD ROM reference materials, databases

o Library automation programs for circulation and electronic catalogs—
networked or single station

o Retrospective conversion of the card catalog to electronic format and/or the
update of MARC records as part of automation

o Web based reference materials, databases, and library automation programs for
circulation and electronic catalogs — networked or single station

Unacceptable expenditures:

o Integrated learning systems (e.g., packages of software that provide
instructional content leveled to student task performance. Typing tutors, Skills
Bank, and Millie's Math House are just a few examples)

o Classroom and/or lab sets of CD ROMs used outside the library (e.g., multiple
copies of the same CD ROM title for a computer lab or classroom)
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STATE COMPLIANCE REQUIREMENTS (continued)
California Public School Library Act of 1998, K-12 (continued)

520

Automated textbook management system (e.g., Textbook Tracker, Follett
Textbook Plus, The Eloquent Textbook Manager, etc.)

Service and/or technical support contracts and training (e.g., library automation
system service contract, salaries to update MARC records)

Schoolwide networking infrastructure (e.g., internal wiring, switches, routers,
cabling, conduit, communication for electronic access outside the library)
Reading incentive management software (e.g., the disks for Accelerated
Reader, Scholastic Reading Counts, etc.)

District database support systems (e.g., SASSI, Novell)

Web based instructional software designed for classroom use (e.g., fee-based,
licensed Web sites used primarily in classrooms; if site licenses are purchased,
the library should not be the source of financial support for the license)

Models, stuffed animals, toys and games

Equipment and other NOTE: Equipment purchased with these funds must be housed

and used in the school library media center

Appropriate expenditures:

Computer hardware that allows student access to library resources in library
and on-line

Computer hardware for library management

Presentation hardware (e.g., scanner, laptop computer, LCD projector)
Listening-viewing stations that allow individual and small group use of videos,
audio materials, and student multi-media presentations

Microfiche reader/printer

Fax machine

Unacceptable expenditures:

Service and/or technical support contracts and training (e.g., library automation
system service contract and training)

Supplies (e.g., barcodes, tape)

Rebinding services (e.g., sending books to a bindery for new covers)

Hardware or infrastructure housed outside the library (e.g., a computer lab
down the hall)

Copy machine

Security system (e.g., Checkpoint, Selfcheck)

Furniture, e.g., tables, chairs, shelving

Labor, saaries, staff development, conference attendance

W/P
Reference

Initials

Date
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FEDERAL COMPLIANCE REQUIREMENTS 530

There has been a significant change to the single audit process as a result of the revisions and improvements to the
Single Audit Act of 1984. The Office of Management and Budget (OMB) released Circular A-133 titled “Audits of
States, Local Governments, and Non-Profit Organizations’ to conform with the requirements of the new Single Audit
Act. The revised Circular A-133 rescinds the current Circular A-128. The more significant provisions of the A-133
are asfollows:

» Applies to all non-federal entities (i.e., state and local governments, school districts, specia districts, hospitals,
non-profit organizations, colleges and universities) that expend $300,000 or more in federal funds during a fiscal
year;

» Requires use of risk-based approach for determining major programs instead of using a dollar threshold,;
 Reduces coverage to 25% instead of 50% of federal expenditures for low-risk auditees,
« Codifies the requirement that the audit must include testing of 50% of federal expenditures,

» Treats as major programs all programs selected for testing, including the programs utilized to meet the 50%
requirement;

« Expandsthe program focus to include clusters of like programs that are considered as one program for determining
Type A status,

» Requirestesting of internal controls over federal programs for planning the audit to support a low assessed level of
control risk for mgjor programs; and

» Requires an opinion (or disclaimer of opinion) on compliance with laws and regulations and provisions of
contracts and grant agreements that would have a direct and material effect on each major program.

The compliance requirements for testing federal program expenditures are set forth in the Circular A-133
Compliance Supplement, issued by OMB, June 1997. To obtain a copy, contact OMB Publications at
(202) 395-7332. A copy may also be obtained from the following Internet site:

http://mww.whitehouse.gov/WH/EOP/OMB/Grants/133_Compliance

The Compliance Supplement may not include all the programs and procedures; therefore, the independent auditors
may have to contact funding agencies for compliance requirements and applicable procedures. Program regulations
and guidelines are also referenced in the Catalog of Federal Domestic Assistance.

The program requirements are accompanied with suggested audit procedures for testing compliance. These are not
the only procedures that can be utilized by the auditor, nor are these mandatory procedures. Auditors should apply
professional judgment to choose procedures and determine the extent of tests performed. The audit procedures
should be tailored according to individual programs and circumstances. Although the Compliance Supplement
includes the compliance requirements and suggested audit procedures, the auditor is responsible for ensuring that
specific requirements that are modified due to a change in alaw or regulation are included in the audit procedures.
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FEDERAL COMPLIANCE REQUIREMENTS (continued) 530
LEAs generally receive federal awards for the following programs:
Department/ CFDA Public
Agency Resource Code Number Program Title Law
Education 3900-3999 84.002  Adult Education—State Grant Program 91-230
3010, 3020, 3150, 3170 84.010 Titlel Grantsto Local Educational Agencies 103-382
3035, 3040, 3041, 3045, 3060, 84.011  Migrant Education—Basic State Grant Program 97-35
3061
3025, 3090, 3100 84.013  Title! Program for Neglected and Delinquent Children
3310, 3320, 3330, 3340, 3355, 84.027  Specia Education-Crantsto States 101-476
3360, 3370, 3375,
3386, 3395, 3400, 3405
3350 84.029  Comprehensive Personnel Development
0000 84.041  Impact Aid 103-382
3505, 3515, 3525, 3530, 3540, 84.048  Vocational Education—Basic Grants to States 101-392
3550,
3555
4510 84.060 Indian Education—-Grantsto Local Educational Agencies 92-318
4215 84.162  Immigrant Education 98-151
Not through CDE 84.168  Eisenhower Professional Development—Federal Activities 98-377
3315, 3326, 3345 84.173  Specia Education—Preschool Grants (IDEA) 94-142
3385 84.181  Specia Education—Grants for Infants and Families with Disabilities  91-230
Not through CDE 84.184  Safe and Drug-Free Schools and Communities—National Programs 103.382
3710, 3715 84.186  Safe and Drug-Free Schools and Communities—State Grants 103.382
5630 84.196  Education for Homeless Children and Y outh 103-382
4710 84206  Javits Gifted and Talented Students Education Grant Program
3105, 3110 84.213  Titlel Even Start—State Educational Agencies
3110 84.214  Even Start: Migrant Education
3015 84.216  Titlel Capital Expenses/Private Schools
3510 84.243  Vocationa Education—Tech-Prep Education Grants 203
3831, 3835, 3840, 3855, 3856 84.276  Goals 2000—State and Local Education Systemic Improvement Grant  103-227
4010, 4015 84.281  Eisenhower Professional Development State Grants 100-297
4610 84.282  Charter Schools
4200 - 4299 84.289  Bilingual Education—Program Enhancement Grants
4200 - 4299 84.290  Bilingual Education—Comprehensive School Grants
4200 - 4299 84.291  Bilingua Education—Systemwide Improvement Grants 103-382
4110, 4115 84.298  Innovative Education Program Strategies 103-382
4040, 4410 84.318  Technology Literacy Challenge Fund Grants 103-382
3372 84.323  State Improvement Grant
0000 84.330  Advanced Placement (AP) Incentive Program 103-382
3870, 3871 84.338  Reading Excellence 105-277
4135 84.340  Class Size Reduction 105-277
3171 84.348  Titlel Accountability Grants
Agriculture Not through CDE 10.550  Food Distribution 74-320
5310 10.553  School Breakfast Program 89-642
5310 10.555  National School Lunch Program 79-396
5310 10.556  Specia Milk Program for Children
5320, 5340, 5350, 5360 10.558  Child and Adult Care Food Program 94-105
5330, 5335, 5375 10.559  Summer Food Service Program for Children
5450, 5454 10.564  Nutrition Education and Training Program (NET)
0000 10.665  Forest Reserve Funds
5451, 5452, 5454 10.574  Team Nutrition Grants
Health and 5035, 5050, 5061, 5080, 5081, 93575  Child Care and Development Program Block Grant 102-586
Human 5085, 5090, 5095, 6012
Services
4216 93,576  Refugee and Entrant Assistance: Targeted Assistance
5025, 5026, 5050, 5055, 5061, 93596  Child Care and Development Fund (CCDF) 105-33
5062, 5085
5210 93.600  Head Start 97-35
5640 93.778  Medical Assistance Program (Medicaid)
Labor
5600 17.255  Workforce Investment Act (WIA)—formerly JTPA
Justice 16.540  Juvenile Justice and Delinquency Prevention—Allocation to States 93-415
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Energy

Federal 5650 83.544  Public Assistance Grants
Emergency

Mgmt 5652 83.848  Hazard Mitigation Grants
Agency
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ILLUSTRATIVE AUDIT REPORT APPENDIX A

Specia Note

The illustrative audit report, including the financial statements, footnotes, supplemental schedules, and auditor
comments, are intended only for information purposes to provide general assistance to the independent auditor. They
represent those minimum reporting examples and features which the independent auditor may find helpful in fulfilling
the overall reporting requirements of an LEA or a JPE audit engagement. Therefore, the illustrations that follow are not
intended to be all-inclusive or representative of the specific reporting requirements for a particular school district audit.
Only the independent auditor performing the audit can make those professional judgments and determinations.

The Governmental Accounting Standards Board (GASB) has issued the Codification of Governmental Accounting and
Financial Reporting Standards, which establishes generally accepted accounting principles for governmental entities.
Auditors should rely upon this body of authoritative pronouncements to provide guidance on reporting requirements.

The illustrative report is prescribed for an LEA that had its single audit conducted in accordance with OMB

Circular A-133. Audit reports for entities that did not have an audit performed under OMB Circular A-133
provisionswill differ somewhat from thisillustration.

Thisillustrative report isfor the XY Z Unified School District, which has the following fund structure:

Fund Type Category Fund Type Fund Name
Governmental General General Fund
Special Revenue Child Development Fund
Adult Education Fund

Charter School Fund
Deferred Maintenance Fund

Cafeteria Fund
Debt Service Bond Interest and Redemption Fund
Tax Override Fund
Corporation Debt Service Fund
Capital Projects Building Fund

State School Building Lease-Purchase Fund
Capitd Facilities Fund
Corporation Building Fund

Proprietary Internal Service Self-Insurance Fund
Fiduciary Expendable Trust Scholarship Fund
Agency Student Body Funds
Account Groups General Fixed Assets Account Group

General Long-Term Debt Account Group
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XYZ UNIFIED SCHOOL DISTRICT
COUNTY OF SACRAMENTO
SACRAMENTO, CALIFORNIA
AUDIT REPORT

JUNE 30, 20X X

Name of Accounting Firm
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[Letterhead of accounting firm]

Board of Trustees

XY Z Unified School District
1983 Golden Bear Avenue
Sacramento, Cdlifornia 95814

Independent Auditor's Report *

We have audited the accompanying general-purpose financial statements of the XY Z Unified School District, as of and
for the year ended June 30, 20X X, as listed in the table of contents. These general-purpose financia statements are the
responsibility of the XYZ Unified School District's management. Our responsibility is to express an opinion on these
general-purpose financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Sandards,” issued by the Comptroller
Generd of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and the significant estimates made by management, as well as evaluating the overal financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the general-purpose financial statements referred to above present fairly, in all material respects, the
financial position of the XY Z Unified School District, as of June 30, 20X X, and the results of its operations and the
cash flows of its proprietary fund types and nonexpendable trust funds for the year then ended in conformity with
accounting principles generally accepted in the United State of America.

In accordance with Government Auditing Standards, we have also issued our report dated [date of report] on our
consideration of the XYZ Unified School District's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit. ®

! Auditors may also refer to the AICPA Audit and Accounting Guide, Audits of Sate and Local Governmental Units,

for additional guidance on reporting on the general-purpose financial statements of a government.
%2 The standards applicable to financial audits include the general, field work, and reporting standards described in
Chapters 3, 4, and 5 of Government Auditing Standards.
% Additional language required by the second amendment, Auditor Communication, to the 1994 revision of
Government Auditing Standards.
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The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional analysis as
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations, and is not a required part of the general-purpose financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the general-purpose financia statements and, in our opinion,
isfairly stated, in all materia respects, in relation to the general-purpose financial statements taken as awhol eh>°

[Signature]
[Date]

When reporting on the supplementary information, the auditor should consider the effect of any modifications to the
report on the general-purpose financial statements. Furthermore, if the report on supplementary information is other
than unqualified, this paragraph should be modified. Guidance for reporting in these circumstances is described in
paragraphs 9 through 11, 13, and 14 of SAS No. 29 (AICPA, Professional Standards, vol.1, AU sec. 551.09-.11, .13,
and .14).

This paragraph should be deleted if the schedule of expenditures of federal awards is not presented with the general-
purpose financial statements (i.e., a separate single audit package is issued). In such circumstance the required
reporting on the schedule may be incorporated in the report issued to meet the requirements of U.S. Office of
Management and Budget Circular A-133, Audits of Sates, Local Governments, and Non-Profit Organizations.

If reporting on additional supplementary information (e.g., combining and individual fund and account group
financial statements and schedules), this paragraph should be modified to describe the additional supplementary
information. The illustrative report examples in Appendix A of the AICPA Audit and Accounting Guide, Audits of
Sate and Local Governmental Units, and SAS No. 29, Reporting on Information Accompanying the Basic Financial
Statements in Auditor-Submitted Documents (AICPA, Professional Sandards, vol. 1, AU sec 551.09-.11, .13, and
.14) provide useful guidance.
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XY Z Unified School District
Combined Balance Sheet
All Fund Types and Account Groups
June 30, 20XX

Exhibit 1

Assets

Cash in county treasury (Note 2)
Cash on hand and in banks (Note 2)
Cashin revolving fund (Note 2)
Investments (Note 2)
Accounts receivable (Note 4)
Due from other funds (Note 5)
Stores inventories-supplies (Note 1G2)
Storesinventories-food (Note 1G2)
Sites and improvements (Note 6)
Buildings and improvements (Note 6)
Machinery and equipment (Note 6)
Amount available in debt service fund
Amount to be provided for

retirement of long-term debt

Tota assets

Liabilitiesand fund equity

Liabilities:
Accounts payable
Deferred revenue (Note 1G4)
Due to other funds (Note 5)
Due to student groups
Certificates of participation (Note 7)
Capital leases (Note 8A)
Genera obligation bonds payable (Note 9)
State school building loans payable (Note 10)
Compensated absences (Note 1G5)

Totd liabilities

Fund equity:
Investment in general fixed assets
Retained earnings
Reserved for revolving fund
Reserved for stores inventories
Reserved for debt service
Reserved for scholarships
Designated for economic uncertainties
Undesignated fund balance

Tota fund equity

Tota ligbilities and fund equity

Governmental Fund Types

Proprietary
Fund Type

Fiduciary

Fund Type Account Groups Totas

Genera

Debt
Service

Internal
Service

Special

Revenue

Capital
Projects

(Memo-
random
Only)

Genera Genera
Fixed Long-Term
Assets Debt

Trust and
Agency

$ 260,000

2,500
1,000,000

$ 160,000 $165600 $ 29000 $ 300,000
2,000 —_ —_ —

— — 80,000 —
78,000 — 34,000 —
—_ —_ 10,000
5,000 — —
6,000 — — —

$ 914,600
117,000
2,500
1,080,000
194,000
14,000
22,500

— 6,000
1,100,000
5,900,000
2,200,000
165,600

$ 115,000 — —

$ 165,600

1,889,530 1,889,530

$ 1,362,000

$ 251,000 $165600 $ 153000 $ 304,000

$ 115000 $ 9,200,000 $2,055130 $13,605,730

$ 55,000 — $ 12000 $ 14,000

$ 297,000
25,000
14,000
80,000

1,150,000
390,000
325,000
111,130

79,000

$ 80,000 — —
$1,150,000
390,000
325,000
111,130
79,000

2,055,130 2,471,130

2,500
17,500

185,000
902,000

11,000 — — —
—  $165,600 — —

185,000 — 141,000 —

9,200,000
290,000
2,500
28,500
165,600
35,000
185,000
1,228,000

1,107,000

196,000 165,600 141,000 290,000

35,000 9,200,000 —_ 11,134,600

$ 1,362,000

$ 251,000 $165600 $ 153000 $ 304,000

$ 115000 $ 9,200,000 $2,055130 $13,605,730

The notesto the financial statements are an integral part of this statement.
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XYZ Unified School District
Combined Statement of Revenues, Expenditures,
and Changesin Fund Balances
All Governmental Fund Types and Expendable Trust Fund
Y ear Ended June 30, 20X X

Exhibit 2

Revenues.

Revenue limit sources:
State apportionments
Loca sources

Tota revenue limit

Federal

Other state

Other local

Tota revenues
Expenditures.

Certificated salaries

Classified salaries

Employee benefits

Books and supplies

Services and other operating

expenditures
Capital outlay
Debt service:

Principal

Interest

Tota expenditures

Excess (deficiency) of revenues over

(under) expenditures

Other financing sources (uses):
Operating transfersin (Note 5) —
Operating transfer out (Note 5)

Tota other financing sources (uses)

Excess (deficiency) of revenues and other
financing sources over (under)

expenditures and other uses
Fund balances, July 1, 20XX
Fund balances, June 30, 20X X

Fiduciary Totas

Governmental Fund Types FundType  (Memo-

Specia Debt Capitad  Expendable  randum

General Revenue  Service  Projects  Trust Fund Only)
$7,000000 $ 47,000 — — — $7,047,000
2,000,000 — — — — 2,000,000
9,000,000 47,000 — — — 9,047,000
861,000 220,000 — — — 1,081,000
1,900,000 123000 $ 10,000 $ 300,000 — 2,333,000
300,000 211,200 99,000 223000 $ 30,000 863,200
12,061,000 601,200 109,000 523,000 30,000 13,324,200
5,500,000 82,200 — — — 5,582,200
2,200,000 248,500 — — — 2,448,500
1,500,000 64,300 — — — 1,564,300
600,000 155,000 — — — 755,000
1,200,000 180,000 — 79,000 25,000 1,484,000
475,000 — — 494,000 — 969,000
100,000 — 104,870 — — 204,870
25,000 — 93530 — — 118,530
11,600,000 730,000 198400 573,000 25,000 13,126,400
461,000 (128,800) (89,400)  (50,000) 5000 247,800
108,000 130,000 60,000 — 298,000
(298,000) — — — — (298,000)

(298,0000 108,000 130,000 60,000 — —
163,000 (20,800) 40,600 10,000 5,000 197,800
944,000 216,800 125000 131,000 30,000 1,446,800

$1,107,000 $ 196,000 $165600 $ 141,000

$ 35000 $1,644,600

The notes to the financial statements are an integral part of this statement.
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XY Z Unified School District
Combined Statement of Revenues, Expenditures, and
Changes in Fund Balances— Budget and Actual —
All Governmenta Fund Types
Y ear Ended June 30, 20X X

Revenues:

Revenue limit sources.
State apportionments

Loca sources
Tota revenue limit
Federal
Other gtate
Other local

Totd revenues

Expenditures:
Certificated sdlaries
Classified salaries
Employee benefits

Books and supplies
Services and other

operating expenditures

Capital outlay

Debt service:
Principal
Interest

Tota expenditures

Excess (deficiency) of revenues
over (under) expenditures

Other financing sources (Uses):

Operating transfersin
Operating transfers out

Tota other financing sources (uses) (298,000)  (298,000) —

Excess (deficiency) of revenues and
other financing sources over (under)

expenditures and other uses
Fund balances, July 1, 20X X

Fund balances, June 30, 20X X

General Fund Special Revenue Fund

Variance Variance

Favorable Favorable
Budget Actual (Unfavorable)  Budget Actud  (Unfavorable)
$7,150,000 $7,000,000 $ (150,000) $ 47,000 $ 47,000 —
1,950,000 2,000,000 50,000 — — —
9,100,000 9,000,000 (200,000) 47,000 47,000 —
841,000 861,000 20,000 212,000 220,000 $ 8,000
1,800,000 1,900,000 100,000 104,000 123,000 19,000
300,000 300,000 — 215500 211,200 (4,300)
12,041,000 12,061,000 20,000 578,500 601,200 22,700
5,300,000 5,500,000 (200,000) 84,200 82,200 2,000
2,379,000 2,200,000 179,000 246,000 248,500 (2,500)
1,500,000 1,500,000 — 66,800 64,300 2,500
700,000 600,000 100,000 157,000 155,000 2,000
1,200,000 1,200,000 _ 136,500 180,000 (43,500)
675,000 475,000 200,000 — — —
100,000 100,000 — — _ —
25,000 25,000 — — — —
11,879,000 11,600,000 279,000 690,500 730,000 (39,500)
162,000 461,000 299,000 (112,000) (128,800) (16,800)
— — — 108,000 108,000 —
(298,000)  (298,000) — — — —
108,000 108,000 —
(136,000) 163,000 299,000 (4,000) (20,800) (16,800)
944,000 944,000 — 216,800 216,800 —
$ 808,000 $1,107,000 $ 299,000 $ 212,800 $196,000 $  (16,800)

The notes to the financial statements are an integral part of this statement.
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Exhibit 3

Debt Service Fund Capital Project Funds Totals (Memorandum Only)
Variance Variance Variance
Favorable Favorable Favorable

Budget Actua (Unfavorable) Budget Actual  (Unfavorable)  Budget Actual (Unfavorable)

— — — — — — $7,197,000 $7,047,000 $ (150,000)

— — — — — — 1,950,000 2,000,000 50,000

— — — — — — 9,147,000 9,047,000 (200,000)

— — — — — — 1,053,000 1,081,000 28,000

$ 10,000 $ 10,000 — $290,000 $ 300,000 $ 10,000 2,204,000 2,333,000 129,000
95,000 99,000 $ 4,000 215000 223,000 8,000 825,500 833,200 7,700
105,000 109,000 4,000 505,000 523,000 18,000 13,229,500 13,294,200 64,700

— — — — — — 5384200 5,582,200 (198,000)

— — — — — — 2625000 2,448,500 176,500
— — — — — — 1566800 1,564,300 2,500

— — — — — — 857,000 755,000 102,000

_ _ _ 80,000 79,000 1,000 1,416,500 1,459,000 (42,500)

_ _ _ 510,000 494,000 16,000 1,185000 969,000 216,000
104,870 104,870 _ _ _ _ 204870 204,870 —
93530 93,530 _ _ _ _ 118530 118530 —
198,400 198,400 — 590,000 573,000 17,000 13,357,900 13,101,400 256,500
(93,400)  (89,400) 4,000 (850000 (50,000) 35000 (128400) 192,800 321,200
130,000 130,000 — 60,000 60,000 — 298000 298,000 —
— — — — — —  (298,000) (298,000) —
130,000 130,000 — 60,000 60,000 — — — (39,500)
36,600 40,600 4000 (250000 10,000 35000  (128400) 192,800 321,200
125,000 125,000 — 131,000 131,000 — 1,416,800 1,416,800 —

$161,600 $165600 $ 4,000 $106,000 $ 141,000 $ 35,000 $1,288400 $1,609,600 $ 321,200
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Exhibit 4
XY Z Unified School District
Statement of Revenues, Expenses, and Changes
in Retained Earnings— Proprietary Fund Type
Internal Service Fund
Y ear Ended June 30, 20X X
Operating revenues:
Self-insurance premiums 750,00C
Operating expenses:
Payments for health and welfare claims 580,00C
Contracted services 20,00C
Total operating expenses 600,00C
Operating income 150,00C
Non-operating revenue:
Interest income 7,00C
Net income 157,00C
Retained earnings, July 1, 20XX 133,00C
Retained earnings, June 30, 20X X 290,00C

The notesto the financial statements are an integral part of this statement.
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Proprietary Fund Type— Internal Service Fund

XY Z Unified School District
Statement of Cash Flows

Y ear Ended June 30, 20X X

Exhibit 5

Cash flows from operating activities:
Cash received from premiums
Cash paid for claims
Cash paid for contracted services
Net cash provided by operating activities
Cash flows from investing activities:
Interest income
Net cash flows from investing activities
Net increase in cash
Cash, July 1, 20X X

Cash, June 30, 20X X *

Reconciliation of Operating Incometo
Net Cash Provided by Operating Activities

Operating income

Adjustments to reconcile operating income to net cash provided

by operating activities:
Increase in due from other funds

Decrease in accounts payable
Totd adjustments

Net cash provided by operating activities

The notes to the financial statements are anintegral part of this statement.

1

Self-Insurance
Fund

$ 746,000
(591,000)

(20,000)

135,000

6,000

6,000

141,000

159,000

$ 300,000

$ 150,000

(4,000)
(11,000)

(15,000)

$ 135,000

The direct method of reporting net cash flows from operating activities is presented. The indirect or reconciliation method of
reporting net cash flows from operating activities is a so an acceptabl e report format.
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XY Z Unified School District
Notes to the Financia Statements
Y ear Ended June 30, 20X X

NOTE1- SIGNIFICANT ACCOUNTING POLICIES

A.

Reporting Entity

The XYZ Unified School District and the XY Z Unified School District Building Corporation have a
financial and operational relationship that meets the reporting entity definition criteria of GASB
Statement No. 14, The Financial Reporting Entity, for inclusion of the corporation as a component unit
of the digtrict. Accordingly, the financial activities of the corporation have been included in the
financial statements of the district.

The following are those aspects of the relationship between the district and the corporation that satisfy
GASB Statement No. 14 criteria.

Accountability:

1. Thecorporation's Board of Directors were appointed by the district's Board of Education.
2. Thedigtrict isable to impose its will upon the corporation, based on the following:

« All magor financing arrangements, contracts, and other transactions of the corporation must
have the consent of the district.

« The district exercises significant influence over operations of the corporation, as it is
anticipated that the district will be the sole lessee of all facilities owned by the corporation.
Likewise, it is anticipated that the district's lease payments will be the sole revenue source of
the corporation.

3. The corporation provides specific financial benefits or imposes specific financial burdens on
the district based upon the following:

» Any deficitsincurred by the corporation will be reflected in the lease payments of the district.
« Any surpluses of the corporation revert to the district at the end of the lease period.

« The district has assumed a “moral obligation,” and potentialy a legal obligation, for any debt
incurred by the corporation.

Scope of Public Service:

The corporation is a nonprofit, public benefit corporation incorporated under the laws of the State of
Cdlifornia and recorded by the Secretary of State on . The corporation was formed for the
sole purpose of providing financing assistance to the district for construction and acquisition of major
capital facilities. Upon completion, the district intends to occupy al corporation facilities under alease-
purchase agreement effective through 20XX. At the end of the lease term, title of al corporation
property will passto the district for no additional consideration.
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Financial Presentation:

For financia presentation purposes, the corporation's financial activity has been blended, or combined,
with the financial data of the district. The financial statements present the corporation's financial
activity within the Corporation Building Fund and the Corporation Debt Service Fund. Certificates of
participation issued by the Corporation are included in the General Long-Term Debt Account Group.
Fixed assets acquired or constructed by the corporation are included in the General Fixed Assets
Account Group.

. Accounting Policies

The district accounts for its financia transactions in accordance with the policies and procedures of the
Department of Education's California School Accounting Manual. The accounting policies of the
district conform to generally accepted accounting principles as prescribed by the Governmental
Accounting Standards Board (GASB) and the American Ingtitute of Certified Public Accountants
(AICPA).

. Fund Accounting

The accounts of the district are organized on the basis of funds or account groups, each of which is
considered to be a separate accounting entity. The operations of each fund are accounted for with a
separate set of self-balancing accounts that comprise its assets, liabilities, fund equity (or retained
earnings), revenues, and expenditures or expenses, as appropriate. District resources are alocated to
and accounted for in individual funds based upon the purpose for which they are to be spent and the
means by which spending activities are controlled. The district's accounts are organized into three
broad categories, which in aggregate include six fund types, and two accounts groups as follows:

Governmental Funds:

The General Fund is the genera operating fund of the digtrict. It is used to account for all financial
resources except those required to be accounted for in another fund.

Foecial Revenue Funds are used to account for the proceeds of specific revenue sources that are legally
restricted to expenditures for specific purposes. The district maintains four specia revenue funds:

o The Child Development Fund is used to account for resources committed to child development
programs maintained by the district.

» The Adult Education Fund is used to account for resources committed to adult education programs
maintained by the district.

« The Deferred Maintenance Fund is used for the purpose of major repair or replacement of district
property.

« The Cafeteria Fund is used to account for revenues received and expenditures made to operate the
district's cafeterias.

« The Charter School Fund is used to account for the activities of the district’s DEF Charter School.
Debt Service Funds are used to account for the accumulation of resources for, and the payment of,

genera long-term debt principal, interest, and related costs. The district maintains three debt service
funds:
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« TheBond Interest and Redemption Fund is used to account for the accumulation of resources for,
and the repayment of, district bonds, interest, and related costs.

o The Tax Override Fund is used to account for the accumulation of resources from ad valorem tax
levies for the repayment of State School Building Fund apportionments. These taxes will continue
to belevied until the debt isfully paid.

« The Corporation Debt Service Fund is used to account for the interest and redemption of principal
of certificates of participation issued by the XY Z Unified School District Building Corporation.

Capital Projects Funds are used to account for the acquisition and/or construction of al maor
governmental general fixed assets. The district maintains four capita projects funds:

« The Building Fund is used to account for the acquisition of major governmental capita facilities
and buildings from the sale of bond proceeds.

o The State School Building Lease-Purchase Fund is used primarily to account for dtate
apportionments provided for construction and reconstruction of school facilities (Education Code
Sections 17070-17080).

» The Capital Facilities Fund is used to account for resources received from developer impact fees
assessed under provisions of the Cdifornia Environmenta Qudlity Act (CEQA).

» The Corporation Building Fund is used to account for the construction and acquisition of major
capital improvements by the XY Z Unified School District Building Corporation.

Proprietary Funds:

Internal Service Funds are used to account for services rendered on a cost-reimbursement basis within
the district. The district maintains one internal service fund, the Self-Insurance Fund, which is used to
provide medical benefits to its employees.

Fiduciary Funds:

Expendable Trust Funds are used to account for assets held by the district as trustee. The district
maintains one expendable trust fund, the Scholarship Fund, which is used to provide financia
assistance to students of the digtrict.

Agency Funds are used to account for assets of others for which the district acts as an agent. The
district maintains three agency funds, one for each school's student body.

Account Groups:

The accounting and reporting treatment applied to the fixed assets and long-term liabilities associated
with a fund are determined by its measurement focus. All governmental funds and expendable trust
funds are accounted for on a spending or “financial flow” measurement focus. This means that only
current assets and current liabilities are generally included on their balance sheet. Their reported fund
balance is considered a measure of “available spendable resources” Thus, the fixed assets and
long-term liabilities associated with governmental funds and expendable trust funds are accounted for
in the account groups of the district.

The General Fixed Assets Account Group accounts for fixed assets used in governmental fund type
operations.
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The General Long-Term Debt Account Group accounts for long-term liabilities expected to be
financed from governmental funds.

. Basisof Accounting

Basis of accounting refers to when revenues and expenditures or expenses are recognized in the
accounts and reported in the financial statements. Basis of accounting relates to the timing of
measurement made, regardless of the measurement focus applied.

Governmental funds are generally accounted for using the modified accrual basis of accounting. Their
revenues are recognized in the accounting period in which they become both measurable and available
to finance expenditures of the current fiscal period. “Measurable’” means the amount of the transaction
can be determined, and “available’” means collectible within the current period or soon enough
thereafter to pay liabilities of the current period. Expenditures are recognized in the accounting period
in which the liability is incurred (when goods are received or services rendered) except for unmatured
interest on general long-term debt, which is recognized when due.

Proprietary funds are accounted for on the flow of economic resources measurement focus and use the
accrua basis of accounting. Under this method, revenues are recorded when earned and expenses are
recorded at the time liabilities are incurred. The district applies all applicable Financial Accounting
Standards Board (FASB) pronouncementsin accounting and reporting for its proprietary operations.

Trust and agency fund assets and liabilities are a so accounted for on the modified accrual basis.

The general fixed assets account group accounts for fixed assets.

Budgets and Budgetary Accounting

Annua budgets are adopted on a basis consistent with generally accepted accounting principles for all
government funds. By state law, the district's governing board must adopt a final budget no later than
July 1. A public hearing must be conducted to receive comments prior to adoption. The digtrict's
governing board satisfied these requirements.

These budgets are revised by the district's governing board and district superintendent during the year
to give consideration to unanticipated income and expenditures. It is this final revised budget that is
presented in the financial statements.

Formal budgetary integration was employed as a management control device during the year for all
budgeted funds. The district employs budget control by minor object and by individua appropriation
accounts. Expenditures cannot legally exceed appropriations by major object account.

Encumbrances
Encumbrance accounting is used in al budgeted funds to reserve portions of applicable appropriations
for which commitments have been made. Encumbrances are recorded for purchase orders, contracts,

and other commitments when they are written. Encumbrances are liquidated when the commitments are
paid. All encumbrances are liquidated as of June 30.
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G. Assets, Liahilities, and Equity

1. Deposits and | nvestments

Cash balances held in banks and in revolving funds are insured to $100,000 by the Federal
Depository Insurance Corporation. All cash held by the financia institutions is fully insured or
collateralized.

In accordance with Education Code Section 41001, the district maintains substantially al its cash
in the Sacramento County Treasury. The county pools these funds with those of other districts in
the county and invests the cash. These pooled funds are carried at cost, which approximates market
value. Interest earned is deposited quarterly into participating funds, except for the Tax Override
Funds, in which interest earned is credited to the general fund. Any investment losses are
proportionately shared by all fundsin the pool.

The county is authorized to deposit cash and invest excess funds by California Government Code
Section 53648 et seq. The funds maintained by the county are either secured by federal depository
insurance or are collateralized.

Information regarding the amount of dollars invested in derivatives with Sacramento County
Treasury was not available.

Stores I nventories and Prepaid Expenditures

Inventories are recorded using the purchases method in that the cost is recorded as an expenditure
at the time individual inventory items are purchased. Inventories are valued at average cost and
consist of expendable supplies held for consumption. Reported inventories are equally offset by a
fund balance reserve, which indicates that these amounts are not “available for appropriation and
expenditure” even though they are a component of net current assets.

The digtrict has the option of reporting an expenditure in governmental funds for prepaid items
either when purchased or during the benefiting period. The district has chosen to report the
expenditure when incurred.

Fixed Assets

Fixed assets used in governmental fund types of the district are recorded in the general fixed assets
account group at cost or estimated historical cost if purchased or constructed. Donated fixed assets
are recorded at their estimated fair value at the date of donation. Assets in the general fixed assets
account group are not depreciated. Interest incurred during construction is not capitalized on
general fixed assets.

The cost of norma maintenance and repairs that do not add to the value of the asset or materially
extend the asset's lifeis not included in the general fixed assets account group.

Deferred Revenue
Cash received for federal and state special projects and programs is recognized as revenue to the

extent that qualified expenditures have been incurred. Deferred revenue is recorded to the extent
cash received on specific projects and programs exceeds qualified expenditures.

A-26  Kathleen Connell » California State Controller



NOTE 2 -

5.

8.

Compensated Absences

Accumulated unpaid employee vacation benefits are recognized as liabilities of the district. The
current portion of the liabilities is recognized in the general fund at year-end. The noncurrent
portion of theliabilitiesis recognized in the general long-term debt account group.

Accumulated sick leave benefits are not recognized as liabilities of the district. The district's policy
isto record sick leave as an operating expense in the period taken since such benefits do not vest
nor is payment probable; however, unused sick leave is added to the creditable service period for
calculation of retirement benefits when the employee retires.

Long-Term Obligations

The district reports long-term debt of governmental funds at face value in the genera long-term
debt account group. Long-term debt and other obligations financed by proprietary funds are
reported as liabilities in the appropriate funds.

Fund Balance Reserves and Designations

Reservations of the ending fund balance indicate the portions of fund balance not appropriable for
expenditure or amounts legally segregated for a specific future use. The reserve for revolving fund
and reserve for stores inventory reflect the portions of fund balance represented by revolving fund
cash and stores inventory, respectively. These amounts are not available for appropriation and
expenditure at the balance sheet date.

Designations of the ending fund balance indicate tentative plans for financial resource utilization in
afuture period.

Property Tax

Secured property taxes attach as an enforceable lien on property as of March 1. Taxes are payable
in two installments on November 15 and March 15. Unsecured property taxes are payable in one
installment on or before August 31. The County of Sacramento bills and collects the taxes for the
district. Tax revenues are recognized by the district when received.

H. Tota Columnson Combined Statements

Total columns on the combined statements are captioned “Memorandum Only” to indicate that they are
presented only to facilitate financial anaysis. Data in these columns do not present financial position,
results of operations, or changes in financial position in conformity with generally accepted accounting
principles. Neither is such data comparable to a consolidation. Interfund eliminations have not been
made in the aggregation of this data.

CASH AND INVESTMENTS

Cash in County Treasury

In accordance with Education Code Section 41001, the district maintains substantialy al of its cash in the
Sacramento County Treasury as part of the common investment pool ($874,600 as of June 30, 20X X). The
fair market value of this pool as of that date, as provided by the pool sponsor, was $874,790. The county is
restricted by Government Code Section 53635 pursuant to Section 53601 to invest in time deposits, U.S.
government securities, state registered warrants, notes or bonds, State Treasurer's investment pool, bankers
acceptances, commercia paper, negotiable certificates of deposit, and repurchase or reverse repurchase
agreements.
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NOTE 3 -

A-28

Cash on Hand, in Banks, and in Revolving Fund

Cash balances on hand and in banks ($117,000 as of June 30, 20X X and in the revolving fund ($2,500) are
insured up to $100,000 by the Federa Depository Insurance Corporation. All cash held by the financia
ingtitution is fully insured or collateralized.

Investments

Investments at June 30, 20X X, held on behalf of the LEA, are presented below, categorized separately to
give anindication of thelevel of risk associated with each investment:

Category* Carrying Fair
1 2 3 Amount Vaue
U.S. Treasury notes $ 75000 $ 80000 $ 155000 $ 156,000
Certificates of deposit $ 400,000 400,000 400,000
Commercial paper 25,000 500,000 525,000 530,000

$ 425000 $ 575000 $ 80,000 $ 1,080,000 $1,086,000

Category 1. Insured or registered, or securities held by the district or its agent in the district’s name.

Category 2: Uninsured and unregistered, with securities held by the counterparty’ s trust department or its
agent inthe digtrict’s name.

Category 3: Uninsured and unregistered, with securities held by the counterparty, its trust department, or
its agent, but not held in the district’s name.

EXCESS OF EXPENDITURES OVER APPROPRIATIONS

As of June 30, 20X X, expenditures exceeded appropriationsin individual funds as follows:

Excess

Appropriations Category Expenditures
Genera Fund:

Certficated salaries $ 200,000
Deferred Maintenance Fund:

Services and other operating expenditures 2,000
Cafeteria Fund:

Classified salaries 3,000

Services and other operating expenditures 5,000

Genera fund: Thedistrict incurred unanticipated expenditures for inflationary salary increases.

Deferred maintenance fund: The district incurred unanticipated expenditures for replacement of a damaged
school building roof.

Cafeteria fund: The district incurred unanticipated expenditures for inflationary salary increases and new
contract services.
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NOTE4- ACCOUNTSRECEIVABLE

Accounts receivable as of June 30, 20X X, consist of the following:

Specid Capita
Genera Revenue Project
Fund Funds Funds Totals
Federa government:
Federal programs $ 70000 $ 20,000 — $ 90,000
State government:
Categorical aid programs 3,000 9,000 — 12,000
Special allowance — — $ 25,000 25,000
Deferred maintenance — 49,000 — 49,000
Tota state government 3,000 58,000 25,000 86,000
Loca government:
Developer fees — — 9,000 9,000
Other 4,000 — — 4,000
Tota loca government 4,000 — 9,000 13,000
Interest 3,000 — — 3,000
Miscellaneous' 2,000 — — 2,000
Totds $ 82000 $ 78000 $ 34,000 $ 194,000

! Detail any material or unusual receivables under either miscellaneous or the appropriate heading.

NOTES5- |INTERFUND TRANSACTIONS

Due From/Due To Other Funds

Individua fund interfund receivable and payable balances as of June 30, 20X X, are as follows:

Interfund Interfund
Fund Receivables Payables
Genera fund — $ 14,000
State school building lease-purchase fund $ 10,000 —
Self-Insurance fund 4,000 —
Totas $ 14,000 $ 14,000

Interfund Transfers

Interfund transfers consist of operating transfers from funds receiving resources to funds through which the
resources are to be expended.
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Interfund transfers for the 20XX-20XX fiscal year are asfollows:

TransfersIn Transfers Out Amount

Cafeteria Genera $ 50,000
Deferred Maintenance Genera 42,000
State School Building General 60,000
Corporation Debt Service Generd 130,000
Tota $ 282,000

NOTE6- GENERAL FIXED ASSETS

The changesin general fixed assets for the year ended June 30, 20X X, are shown below:

Balance Balance
July 1, 20XX Additions Deductions  June 30, 20XX
Sites and improvement $ 1,100,000 — — $ 1,100,000
Building and improvements 5,200,000 $ 700,000 — 5,900,000
Machinery and equipment 1,806,000 494,000 $ 100,000 2,200,000
Totals $ 8106000 $ 1,194000 $ 100000 $ 9,200,000

NOTE7- CERTIFICATES OF PARTICIPATION

In August 19X X, the XY Z Unified School District Building Corporation issued certificates of participation
(COP) in the amount of $1,500,000, with interest rates ranging from 5.9% to 7.5%. As of June 30, 20XX, the
principal balance outstanding was $1,150,000.

The certificates mature through 20X 8 asfollows:

Y ear Ended June 30 Principal Interest Total

20XX $ 50,000 $ 76,000 $ 126,000
20X X 75,000 70,000 145,000
20X X 100,000 65,000 165,000
20X X 125,000 60,000 185,000
20X X 150,000 50,000 200,000
Thereafter 650,000 179,000 829,000
Totals $ 1,150,000 $ 500,000 $ 1,650,000
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NOTES8- LEASES
A. Capital Leases

The district leases equipment valued at $750,000 under agreements that provide for title to pass upon
expiration of the lease period. Future minimum |lease payments are as follows:

Y ear Ended June 30 Lease Payments

20XX $ 100,000
20XX 100,000
20XX 100,000
20XX 100,000
20XX 50,000
Totd $ 450,000
Less amount representing interest (60,000)
Present value of net minimum lease payments $ 390,000

The district will receive no sublease rentd revenues nor pay any contingent rentals for this
equipment.

B. Operating Leases

The district has entered into various operating leases for land, buildings, and equipment with lease
terms in excess of one year. None of these agreements contain purchase options. All agreements
contain a termination clause providing for cancellation after a specified number of days written
notice to lessors, but it is unlikely that the district will cancel any of the agreements prior to the
expiration date. Future minimum lease payments under these agreements are asfollows:

Y ear Ended June 30 Lease Payments
20XX $ 50,000
20XX 50,000
20XX 60,000
20XX 60,000
20XX 80,000
Thereafter 200,000
Totd $ 500,000

The district will receive no sublease rental revenues nor pay any contingent rentas for these
properties.

NOTE9- GENERAL OBLIGATION BONDSPAYABLE

The outstanding general obligation bonded debt of the XY Z Unified School District as of June 30, 20X1,

is:
Amount of Redeemed
Interest Maturity Origina Outstanding Current Outstanding
Date of Issue Rate Date Issue July 1, 20XX Y ear June 30, 20XX
19XX 4.0% 20XX $ 300,000 $ 55,000 $ 10,000 $ 45,000
20XX 6.8% 20X X 600,000 310,000 30,000 280,000
Totds $ 900,000 $ 365000 $ 40,000 $ 325000
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The annua requirements to amortize general obligation bonds payable, outstanding as of June 30, 20XX,

are asfollows:
Y ear Ended June 30 Principal Interest Tota
20X X $ 40,000 $ 20,100 $ 60,100
20XX 65,000 20,000 85,000
20XX 30,000 10,200 40,200
20XX 30,000 9,000 39,000
20X6 30,000 8,000 38,000
Thereafter 130,000 50,000 180,000
Totds $ 325,000 $ 117,300 $ 442,300
NOTE 10- STATE SCHOOL BUILDING LOANSPAYABLE
State school building loans outstanding as of June 30, 20X X, are asfollows:
Interest Balance Interest Repayment Outstanding
Y ear Disbursed Rate July 1, 20XX Charge Current Y ear June 30, 20XX
19XX 4.9% $ 120,000 $ 5500 $ 20000 $ 105,500
20XX 5.0% 6,000 30 400 5,630
Totds $ 126,000 $ 5530 $ 20400 $ 111,130

State school building loans are secured by all sites purchased and improved; all equipment purchased; and
all buildings constructed, reconstructed, altered, or added to through the expenditure of such funds in accordance

with Education Code Section 16019.

Annual repayment is determined by the State Controller in accordance with Education Code Section 16214.

NOTE 11 -

GENERAL LONG-TERM DEBT - SCHEDUL E OF CHANGES

A schedule of changesin long-term debt for the year ended June 30, 20X X, is shown below: *

Certificates of participation
Capital leases

Genera obligation bonds
State school building loans
Compensated absences
Totals

1

Balance Balance
July 1, 20X X Additions Deductions  June 30, 20X X
$ 1,200,000 — $ 50,000 $ 1,150,000
490,000 — 100,000 390,000
365,000 — 40,000 325,000
126,000 — 14,870 111,130
75,000 $ 4,000 — 79,000
$ 2,256,000 $ 4000 $ 204870 $ 2,055130

The additions and deletions to debt presented in this schedule should contain only changes to debt

principal. Interest incurred or paid on outstanding debt should not be presented.
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NOTE 12 -

NOTE 13 -

NOTE 14 -

NOTE 15 -

JOINT VENTURES (Joint Powers Agreements)

The XY Z Unified School Didtrict participates in one joint venture under a joint powers agreement (JPA)
with the County School Didtrict Insurance Group. The réelationship between the XYZ Unified School
District and the JPA is such that the JPA is not a component unit of the XY Z Unified School Digtrict for
financial reporting purposes.

The County School District Insurance Group (CSDIG) arranges for and provides property and liability
insurance for its three members: the XY Z Unified School District, the ABC School District, and the
Sacramento County Office of Education. The CSDIG is governed by a board consisting of a
representative from each member district. The board controls the operations of the CSDIG, including
selection of management and approval of operating budgets, independent of any influence by the
member districts beyond their representation on the board. Each member district pays a premium
commensurate with the level of coverage requested and shares surpluses and deficits proportionate to
its participation in the CSDIG.

CHARTER SCHOOLS

The XYZ Unified School District operates the ABC Charter School and the DEF Charter School
pursuant to Education Code Section 47605. The financial activities of the ABC Charter School are
presented in the district’'s General Fund and the financial activities of the DEF Charter School are
presented in the Special Revenue Fund.

COMMITMENTS AND CONTINGENCIES

A. Early Retirement

The board of education has adopted an early retirement incentive program. The district has entered
into contracts with certain eligible employees whereby 20 service days per year will be performed
before the end of the future five-year period or before age 65, whichever comes first, for a stipulated
yearly amount plus employee benefits. The outstanding contract amount for this purpose is $25,000.
Thisamount is contingent upon the employees performing the required service days per year.

B. Litigation

The digtrict is a defendant in a pending liability lawsuit. The outcome of the litigation is unknown at
the present time. The maximum possible judgment against the district is $10,000.

C. State and Federa Allowances, Awards, and Grants

The digtrict has received state and federal funds for specific purposes that are subject to review and
audit by the grantor agencies. Although such audits could generate expenditure disallowances under
terms of the grants, it is believed that any required reimbursement will not be material.

SUBSEQUENT EVENTS

The district issued $400,000 in tax and revenue anticipation notes dated July 1, 20X X, at a discount of
$400. The notes mature on June 30, 20X X and yield 5% interest. The notes were sold to supplement cash
flow.

Repayment requirements are that $200,000 be deposited with the County Treasurer prior to
January 31, 20X X, and that the remainder of $200,000 plus accrued interest of $20,000 be made prior to
May 31, 20X X.
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NOTE 16 -

EMPLOYEE RETIREMENT SYSTEMS

Qualified employees are covered under multiple-employer defined benefit pension plans maintained by
agencies of the State of California. Certificated employees are members of the State Teachers Retirement
System (STRS), and classified employees are members of the Public Employees Retirement System
(PERS).

Plan Description and Provisions

PERS:
Plan Description

The district contributes to the School Employer Pool under the California Public Employees
Retirement System (CalPERS), a cost-sharing multiple-employer public employee retirement system
defined benefit pension plan administered by CalPERS. The plan provides retirement and disability
benefits, annual cost-of-living adjustments, and death benefits to plan members and beneficiaries.
Benefit provisions are established by state statutes, as legidatively amended, within the Public
Employees Retirement Law. CalPERS issues a separate comprehensive annual financia report that
includes financial statements and required supplementary information. Copies of the CaPERS annual
financial report may be obtained from the CalPERS Executive Office, 400 P Street, Sacramento,
California 95814.

Funding Policy

Active plan members are required to contribute % of their salary ( % of monthly salary
over $133.33 if the member participatesin Social Security), and the district is required to contribute an
actuarially determined rate. The actuarial methods and assumptions used for determining the rate are
those adopted by the CalPERS Board of Administration. The required employer contribution rate for

fiscal year 20XX-XX was % of annual payroll. The contribution requirements of the plan
members are established by state statute. The district’s contributions to CalPERS for the fiscal year
ending June 30, 20XX, 20XX, and 20XX were $ , $ ,and $ ,
respectively, and equal ___ % of the required contributions for each year.

STRS:

Plan Description

The district contributes to the State Teachers' Retirement System (STRS), a cost-sharing multiple-
employer public employee retirement system defined benefit pension plan administered by STRS. The
plan provides retirement, disability, and survivor benefits to beneficiaries. Benefit provisions are
established by state statutes, as legidatively amended, within the State Teachers Retirement Law.
STRS issues a separate comprehensive annual financia report that includes financial statements and
required supplementary information. Copies of the STRS annual financial report may be obtained from
the STRS, 7667 Folsom Boulevard, Sacramento, California 95826.

Funding Policy

Active plan members are required to contribute % of their salary. The required employer
contribution rate for fiscal year 20XX-XX was % of annua payroll. The contribution
requirements of the plan members are established by state statute. The district's contributions to STRS
for the fiscal year ending June 30, 20XX, 20XX, and 20XX were $ . $ , and
$ , respectively, and equal % of the required contributions for each year.
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NOTE 17 -

POSTEMPLOYMENT BENEFITS OTHER THAN PENSION BENEFITS

In addition to the pension benefits described in Note 15, the district provides postretirement health care
benefits to al employees who retire from the district on or after attaining age 60 with at least 15 years of
service. On June 30, 20X X, 34 retirees met these eligibility requirements.

The digtrict reimburses 50% of the amount of validated claims for medical, dental, and hospitalization
costs incurred by pre-Medicare retirees and their dependents. The district also reimburses a fixed amount
of $ per month for a Medicare supplement for each retiree eligible for Medicare. Expenditures
for postretirement health care benefits are recognized as retirees report claims and include a provision for
estimated claims incurred but not yet reported to the district. During the year ended June 30, 20XX,
expenditures of $ were recognized for podtretirement heath care. Approximately
$ of the $ increase in expenditures over the previous year was caused by the
addition of dental benefits, effective July 1, 20XX. *

1 |n a situation where the digtrict's contributions are advance-funded on a nonacturarial basis, disclosure

should a so include the net assets available for future benefits.

In a situation where the digtrict's contributions are advance-funded on an actuarially determined basis,
disclosure should aso include:

o The actuarial cost method and significant actuarial assumptions (including the interest rate and, if
applicable, the projected sdary increase assumption and the hedth inflation assumption) used to
determine funding requirements, and the method used to value plan assets; and

« The employer's actuarialy required and actual contributions for the period (net of participant

contributions), the amount of net assets available for OPEB, and the actuaria accrued ligbility and
unfunded actuarial accrued liability for OPEB according to the actuarial cost method in use.
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XYZ Unified School District
Combining Balance Sheet
All Special Revenue Funds
June 30, 20X X

Exhibit A-1

Charter

Child Adul_t School D_eferred _
Development  Education Fund Maintenance Cafeteria

Fund Fund Fund Fund Totas
Assets
Cash in county treasury $ 10000 $ 38000 $ 40,000 $ 40,000 $ 32,000 $ 160,000
Cash on hand and in banks — — — — 2,000 2,000
Accounts receivable 5,000 — 5,000 44,000 24,000 78,000
Stores inventories— supplies — — — — 5,000 5,000
Storesinventories— food — — — — 6,000 6,000
Totd assets $ 15000 $ 38000 $ 45000 $ 84,000 $ 69,000 $ 251,000
Liabilitiesand fund balances
Liabilities:
Accounts payable — $ 10,000 15,000 — $ 30,000 $ 55,000
Totd liabilities — 10,000 15,000 — 30,000 55,000
Fund balances:
Reserved for storesinventories — — — — 11,000 11,000
Undesignated fund balance $ 15,000 28,000 30,000 $ 84,000 28,000 185,000
Totd fund balances 15,000 28,000 30,000 84,000 39,000 196,000
Total lidbilitiesand fund balances $ 15000 $ 38,000 $ 45000 $ 84,000 $ 69,000 $ 251,000

The notesto the financial statements are an integral part of this statement.
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Exhibit A-2
XYZ Unified School District
Combining Statement of Revenues, Expenditures, and
Changesin Fund Balances
All Specia Revenue Funds
Y ear Ended June 30, 20X X
Child Adult Charter Deferred
Development Education School Maintenance Cafeteria
Fund Fund Fund Fund Fund Totals
Revenues:

Revenue limit sources:

State apportionments $ 47,000 — — —  $ 47,000
Federd — — — — $220,000 220,000
Other dtate $ 40,000 — $20,000 $ 40,000 23,000 123,000
Other locd — 11,200 1,000 2,000 197,000 211,200

Tota revenues 40,000 58,200 21,000 42,000 440,000 601,200
Expenditures:

Certificated sdlaries 29,500 52,700 — — — 82,200

Classified sdaries 5,500 — — — 243,000 248,500

Employee benefits 3,000 1,300 — — 60,000 64,300

Books and supplies 2,000 3,000 — — 150,000 155,000

Services and other operating expenditures — — 46,000 102,000 32,000 180,000
Tota expenditures 40,000 57,000 46,000 102,000 485,000 730,000
Excess (deficiency) of revenues

over (under) expenditures — 1,200 (25,000) (60,000)  (45,000) (128,800)
Other financing sources:

Operating transfersin — — 16,000 42,000 50,000 108,000
Total other financing sources — — 16,000 42,000 50,000 108,000
Excess (deficiency) of revenues and other

financing sources over (under)

expenditures and other financing uses — 1,200  (9,000) (18,000) 5000 (20,800)
Fund balances, July 1, 20XX 15,000 26,800 39,000 102,000 34,000 216,800
Fund balances, June 30, 20X X $ 15000 $ 28000 $30,000 $ 84,000 $ 39,000 $196,000

The notes to the financial statements are anintegral part of this statement.
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XYZ Unified School District
Combining Statement of Revenues, Expenditures, and

Changesin Fund Balances — Budget and Actual

All Specia Revenue Funds
Y ear Ended June 30, 20X X

Revenues:

Revenue limit sources:
State apportionments

Federal

Other state

Other local
Tota revenues
Expenditures:

Certificated salaries

Classified salaries
Employee benefits
Books and supplies

Services and other operating

expenditures
Tota expenditures

Excess (deficiency) of revenues
over (under) expenditures

Other financing sources:
Operating transfersin
Totd other financing sources

Excess (deficiency) of revenues and
other financing sources over (under)
expenditures and other financing uses —

Fund balances, duly 1, 20X X
Fund balances, June 30, 20X X

Child Development Fund Adult Education Fund

Variance Variance

Favorable Favorable
Budget Actua (Unfavorable) Budget Actua  (Unfavorable)

— — — $ 47,000 $ 47,000 —

$ 42,000 $ 40,000 $ (2,000) — — —
— — — 10,000 11,200 $ 1,200
42,000 40,000 (2,000) 57,000 58,200 1,200
30,000 29,500 500 54,200 52,700 1,500

6,000 5,500 500 — — —
4,000 3,000 1,000 1,800 1,300 500

2,000 2,000 — 3,000 3,000 —
42,000 40,000 2,000 59,000 57,000 2,000
— — — (2,000) 1,200 3,200
— — (2,000) 1,200 3,200

15,000 15,000 — 26,800 26,800 —
$ 15,000 $ 15,000 $ — $ 24800 $ 28000 $ 3,200

The notesto the financial statements are an integral part of this statement.
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Exhibit A-3

Charter School Fund Deferred Maintenance Fund Cafeteria Fund
Variance Variance Variance
Favorable Favorable Favorable
Budget Actual (Unfavorable) Budget  Actua (Unfavorable) Budget Actuad  (Unfavorable)
— — — — — — $212,000 $220,000 $8,000
28,000 20,000 (8,000) $ 40,000 $ 40,000 — 22,000 23,000 1,000
1,500 1,000 (500) 3,500 2000 $ (1,500) 202,000 197,000 (5,000)
29,500 21,000 (8,500) 43,500 42,000 (1,500) 436,000 440,000 4,000
— — — — — — 240,000 243,000 (3,000)
_ — — _ — — 61,000 60,000 1,000
— — — — — — 152,000 150,000 2,000
48,000 46,000 2,000 100,000 102,000 (2,000) 27,000 32,000 (5,000)
48,000 46,000 2,000 100,000 102,000 (2,000) 480,000 485,000 (5,000)
(18,500) (25,000) (6,500) (56,500) (60,000) (3500) (44,000) (45,000) (1,000)
16,000 16,000 — 56,500 42,000 (14,500) 50,000 50,000 —
16,000 16,000 — 56,500 42,000 (14,500) 50,000 50,000 —
(2,500) (9,000) (6,500) —  (18,000) (18,000) 6,000 5,000 (1,000)
39,000 39,000 — 102,000 102,000 — 34,000 34,000 —
$36,500 $30,000 $(6,500) $102,000 $ 84,000 $ (18,0000 $40,000  $39,000 $(1,000)
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Exhibit A-3

Totds

Variance
Favorable
Budget Actua (Unfavorable)

$ 47000 $ 47,000 —
212,000 220,000 $ 8,000

132,000 123,000 (9,000)
217500 211,200 (5,800)
608,000 601,200 6,800

84,200 82,200 2,000
246,000 248,500 (2,500)
66,800 64,300 2,500
157,000 155,000 2,000
175000 180,000 (5,000)
729000 730,000 (1,000)

(121,000)  (128,800) (7,800)
122500 108,000 (14,500)
122,500 108,000 (14,500)

1,500  (20,800) (22,300)

216,800 216,800 —
$ 218300 $ 196,000 $  (22,300)
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Exhibit B-1

XY Z Unified School District
Combining Balance Sheet
All Debt Service Funds
June 30, 20X X

Bond Tax Corporation
Interest and Override Debt Service
Redemption Fund Fund Fund Totals
Assets
Cash in county treasury $ 12000 $ 13600 $ 140,000 $ 165,600
Total assets $ 12000 $ 13600 $ 140000 $ 165,600
Liabilities and fund balances
Fund baances:
Reserved for debt service $ 12000 $ 13600 $ 140000 $ 165,600
Total fund balances 12,000 13,600 140,000 165,600
Total liabilities and fund balances $ 12000 $ 13600 $ 140000 $ 165,600

The notesto the financial statements are an integral part of this statement.
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Exhibit B-2
XY Z Unified School District
Combining Statement of Revenues, Expenditures,
and Changesin Fund Balances
All Debt Service Funds
Y ear Ended June 30, 20X X
Bond Tax Corporation
Interest and Override Debt Service
Redemption Fund Fund Fund Totds
Revenues.

Other state — $ 10,000 — $ 10,000

Other locad $ 70,000 22,000 $ 7,000 99,000
Tota revenues 70,000 32,000 7,000 109,000
Expenditures:

Debt services:

Principa 40,000 14,870 50,000 104,870

Interest 23,000 5,530 65,000 93,530
Total expenditures 63,000 20,400 115,000 198,400
Excess (deficiency) of revenues over

(under) expenditures 7,000 11,600 (108,000) (89,400)
Other financing sources:

Operating transfersin _ _ 130,000 130,000
Totd other financing sources _ _ 130,000 130,000
Excess (deficiency) of revenues and other

financing sources over (under)

expenditures and other financing uses 7,000 11,600 22,000 40,600
Fund balances, July 1, 20XX 5,000 2,000 118,000 125,000
Fund balances, June 30, 20X X $ 12000 $ 13,600 $ 140,000 $ 165,600

The notes to the financial statements are anintegral part of this statement.
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XYZ Unified School District
Combining Statement of Revenues, Expenditures, and
Changes in Fund Balances — Budget and Actual
All Debt Service Funds
Y ear Ended June 30, 20X X

Bond Interest and Redemption Fund Tax Override Fund
Variance Variance
Favorable Favorable

Budget Actuad  (Unfavorable) Budget Actua  (Unfavorable)

Revenues:
Other state — — — $ 10,000 $ 10,000 —
Other local $ 68000 $ 70,000 $ 2,000 21,000 22,000 $ 1,000
Tota revenues 68,000 70,000 2,000 31,000 32,000 1,000
Expenditures:
Debt service:
Principal 40,000 40,000 — 14,870 14,870 —
Interest 23,000 23,000 — 5,530 5,530 —
Tota expenditures 63,000 63,000 — 20,400 20,400 —
Excess (deficiency) of revenues
over (under) expenditures 5,000 7,000 2,000 10,600 11,600 1,000

Other financing sources:
Operating transfersin — — — — — —

Tota other financing sources — — — — — —

Excess (deficiency) of revenues and
other financing sources over (under)

expenditures and other financing uses 5,000 7,000 2,000 10,600 11,600 1,000
Fund balances, July 1, 20XX 5,000 5,000 — 2,000 2,000 —
Fund balances, June 30, 20XX $ 10,000 $12,000 $ 2000 $ 12600 $ 13600 $ 1,000

The notes to the financial statements are anintegral part of this statement.
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Exhibit B-3

Corporation Debt Service Fund Totals
Variance Variance
Favorable Favorable
Budget Actual (Unfavorable)  Budget Actua (Unfavorable)

— — — $ 10,000 $ 10,000 —
$ 6,000 $ 7,000 $ 1,000 95,000 99,000 $ 4,000

6,000 7,000 1,000 105000 109,000 4,000
50,000 50,000 — 104870 104,870 —
65,000 65,000 — 93530 93,530 —

115,000 115,000 — 198400 198,400 —

(109,000)  (108,000) 1,000 (93,400)  (89,400) 4,000

130,000 130,000 — 130,000 130,000 —

130,000 130,000 — 130,000 130,000 —
21,000 22,000 1,000 36,600 40,600 4,000

118,000 118,000 — 125000 125,000 —

$ 139,000 $ 140,000 $ 1,000 $ 161,600 $ 165,600 $ 4,000
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Exhibit C-1

XYZ Unified School District
Combining Balance Sheet
All Capitd Projects Funds

June 30, 20X X

State School Capitd Corporation
Building BuildingLease-  Facilities Building
Fund Purchase Fund Fund Fund Totas
Assets
Cash in county treasury $ 3000 $ 21,000 $ 5,000 — $ 29,000
Investments — — — $ 80,000 80,000
Accounts receivable — 25,000 9,000 — 34,000
Due from other funds — 10,000 — — 10,000
Total assets $ 3000 $ 56,000 $ 14,000 $ 80,000 $ 153,000
Liabilitiesand fund balances
Liabilities:

Accounts payable — 8 5000 $ 2000 $ 5000 $ 12,000
Total liabilities — 5,000 2,000 5,000 12,000
Fund balances:

Undesignated fund balance $ 3,000 51,000 12,000 75,000 141,000
Total fund balances 3,000 51,000 12,000 75,000 141,000

Total liabilities and fund balances $ 3000 $ 56,000 $ 14,000 $ 80000 $ 153,000

The notesto the financial statements are an integral part of this statement.
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Exhibit C-2
XY Z Unified School District
Combining Statement of Revenues, Expenditures,

and Changesin Fund Balances

All Capital Projects Funds

Y ear Ended June 30, 20X X

State School Capitd  Corporation
Building Building Lease- Facilities Building
Fund Purchase Fund Fund Fund Totals
Revenues:

Other state — $ 300,000 — — $ 300,000

Other locd — 1,000 $200,000 $ 22,000 223,000
Total revenues — 301,000 200,000 22,000 523,000
Expenditures:

Services and other

operating expenditures $ 2,000 — 77,000 — 79,000

Capital outlay — 360,000 114,000 20,000 494,000
Total expenditures 2,000 360,000 191,000 20,000 573,000
Excess (deficiency) of revenues

over (under) expenditures (2,000) (59,000) 9,000 2,000 (50,000)
Other financing sources:

Operating transfersin — 60,000 — — 60,000
Tota other financing sources — 60,000 — — 60,000
Excess (deficiency) of revenues and other

financing sources over (under) expend-

itures and other financing uses (2,000) 1,000 9,000 2,000 10,000
Fund balances, July 1, 20X X 5,000 50,000 3,000 73,000 131,000
Fund balances, June 30, 20XX $ 300 $ 51,000 $ 12000 $ 75000 $ 141,000

The notes to the financial statements are anintegral part of this statement.
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XYZ Unified School District
Combining Statement of Revenues, Expenditures, and
Changesin Fund Balances — Budget and Actua
All Capitd Projects Funds
Y ear Ended June 30, 20X X

Building Fund State School Building Lease-Purchase Fund
Variance Variance
Favorable Favorable
Budget Actua  (Unfavorable) Budget Actud (Unfavorable)
Revenues:

Other state — — — $ 290,000 $ 300,000 $ 10,000

Other local — — — — 1,000 1,000
Totd revenues — — — 290,000 301,000 11,000
Expenditures:

Services and other operating

expenditures $ 3000 $ 2000 $ 1,000 — — —

Capitd outlay — — — 375,000 360,000 15,000
Tota expenditures 3,000 2,000 1,000 375,000 360,000 15,000
Excess (deficiency) of revenues

over (under) expenditures (3,000) (2,000) 1,000 (85,000)  (59,000) 26,000
Other financing sources:

Operating transfersin — — — 85,000 60,000 (25,000)
Total other financing sources — — — 85,000 60,000 (25,000)
Excess (deficiency) of revenues and

other financing sources over (under)

expenditures other financing uses (3,000) (2,000) 1,000 — 1,000 1,000
Fund balances, duly 1, 20X X 5,000 5,000 — 50,000 50,000 —
Fund balances, June 30, 20X X $ 2000 $ 3000 $ 1,000 $ 50,000 $ 51,000 $ 1,000

The notes to the financial statements are anintegral part of this statement.
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Exhibit C-3
Capitd Facilities Fund Corporation Building Fund Totals

Variance Variance Variance

Favorable Favorable Favorable
Budget Actud (Unfavorable) Budget Actua (Unfavorable)  Budget Actua (Unfavorable)
— — — — — — $ 290,000 $ 300,000 $ 10,000
$198,000 $200,000 $ 2000 $ 17000 $ 22,000 $ 5000 215,000 223,000 8,000
198,000 200,000 2,000 17,000 22,000 5,000 505,000 523,000 18,000
77,000 77,000 — — — — 80,000 79,000 1,000
115,000 114,000 1,000 20,000 20,000 — 510,000 494,000 16,000
192,000 191,000 1,000 20,000 20,000 — 590,000 573,000 17,000
6,000 9,000 3,000 (3,000) 2,000 5,000 (85,000) (50,000) 35,000
— — — — — — 85,000 60,000 (25,000)
— — — — — — 85,000 60,000 (25,000)
6,000 9,000 3,000 (3,000) 2,000 5,000 — 10,000 10,000
3,000 3,000 — 73,000 73,000 — 131,000 131,000 —

$ 9000 $ 12,000 $ 3000% 70,000 $ 75000 $ 5000 $ 131,000 $ 141,000 $ 10,000
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XY Z Unified School District
Combining Balance Sheet
All Trust and Agency Funds

June 30, 20X X

Exhibit D-1

Expendable
Trust Agency Funds
Scholarship XYZ XYZ XYZ Total
Fund Elementary Junior High High School Agency Fund  Totds
Assets
Cash on hand and in banks $ 35000 $ 10000 $ 21,000 49000 $ 80,000 $115,000
Total assets $ 35000 $ 10000 $ 21,000 49,000 $ 80,000 $115,000
Liabilitiesand fund balances
Liabilities:
Due to student groups — $ 10,000 $ 21,000 49,000 $ 80,000 $ 80,000
Fund balances:
Reserve for scholarships $ 35,000 — — — — 35,000
Total fund balances 35,000 — — — — 35,000
Total lighilities and fund balances $ 35000 $ 10000 $ 21,000 49,000 $ 80,000 $115,000

The notesto the financial statements are an integra part of this statement.
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Exhibit D-2
XY Z Unified School Didtrict
Combining Statement of Changesin Assets and Liabilities
All Agency Funds
Y ear Ended June 30, 20X X
Balance Balance
July 1, 20X0 Additions Deductions June 30, 20XX

XYZ Elementary
Assets

Cash $ 10,000 $ 70,000 $ 70,000 10,000
Liabilities

Due to student groups $ 10,000 $ 70,000 $ 70,000 10,000
XYZ Junior High
Assets

Cash $ 20,000 $ 50,000 $ 49,000 21,000
Liabilities

Due to student groups $ 20,000 $ 50,000 $ 49,000 21,000
XYZ High
Assets

Cash $ 45,000 $ 100,000 $ 96,000 49,000
Liabilities

Due to student groups $ 45,000 $ 100,000 $ 96,000 49,000
Total of All Agency Funds
Assts

Cash $ 75,000 $ 220,000 $ 215,000 80,000
Liabilities

Due to student groups $ 75,000 $ 220,000 $ 215,000 80,000

The notesto the financia statements are an integra part of this statement.
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SUPPLEMENTARY INFORMATION SECTION
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XY Z Unified School District
Organization
June 30, 20X X

The XYZ Unified School District was established on July 1, 19X X, and is comprised of an area of approximately 12
sguare miles located in Sacramento County. There were no changes in the boundaries of the district during the current
year. The digtrict is currently operating three elementary, one intermediate, and one high school. The district also
maintains a continuation high school.

Governing Board

Name Office Term Expires
Mr. David Johnson President April 20XX
Mr. Norman Richards Secretary April 20XX
Mrs. Jan McDonald Member April 20XX
Mr. James Wilde Member April 20XX
Mrs. Louis Hanson Member April 20XX
Adminigtration

Dr. LouisHaas
Superintendent

Mr. Thomas Sharp
Assistant Superintendent

Mrs. Mildred Coleman
Assistant Superintendent
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Tablel
XYZ Unified School District
Schedule of Average Daily Attendance*
Y ear Ended June 30, 20X X
Second Period
Report Annual Report
Elementary:
Kindergarten 300 302
Grades 1 through 3 800 790
Grades 4 through 6 700 706
Grades7 and 8 500 498
Special education 30 30
Elementary totals 2,330 2,326
High School:
Grades 9 through 12, regular classes 1,050 1,048
Special education 10 10
Continuation education 36 36
Opportunity schools 4 4
High school totals 1,100 1,098
Classesfor adults:
Concurrently enrolled 20 19
Not concurrently enrolled 50 49
ADA totds 3,500 3,492
Hours of
Summer School Attendance
Elementary 800
High School 2,200

Average daily attendance is a measurement of the number of pupils attending classes of the district. The purpose of
attendance accounting from a fiscal standpoint is to provide the basis on which apportionments of state funds are made
to school digtricts. This schedule provides information regarding the attendance of students at various grade levelsand in
different programs.

! Average daily attendance is based on the Second Period Report for the period ending April 15 and the Annual Report for the
period ending June 30.
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Table2

XY Z Unified School District
Schedule of Instructional Time*
Y ear Ended June 30, 20X X

1982-83 2 1986-87 20X0-20X1 Number of Days ~ Number of Days
Actua Minutes Actua Traditional Multitrack
Grade Level Minutes Requirements Minutes Calendar Calendar Status
Kindergarten 36,500 36,000 37,000 180 163 Complied
Grades1-3 45,000 50,400 48,000 180 163 Did not comply
Grades4 -8 55,000 54,000 54,000 180 163 Did not comply
Grades 9 -12 61,300 64,800 65,000 180 — Complied

Districts must maintain their instructional minutes at either the 1982-83 actual minutes or the 1986-87 requirements,
whichever is greater, as required by Education Code Section 46201.

The district has received incentive funding for increasing instructional time as provided by the Incentives for Longer
Instructional Day. This schedule presents information on the amount of instruction time offered by the district and
whether the district complied with the provisions of Education Code Sections 46200 through 46206.

! The minutes shown on this schedule are a districtwide compilation, which demonstrates the district’ s compliance with the
instructional minutes requirements. If one or more school sites are not in compliance, a separate schedule for each site must be
prepared that shows only those grade groupings that do not comply.

2 This column does not apply to instructional time for County Offices of Education.
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Table3
XYZ Unified School District
Schedule of Financiad Trends and Analysis
Y ear Ended June 30, 20XX
(Budget)
General Fund 20XX 20XX 20X X 20X X
Revenues and other financial sources $ 12,324,000 $ 12,061,000 $ 11,731,000 $ 11,246,000
Expenditures 12,407,000 11,600,000 11,812,000 11,219,000
Other uses and transfers out 56,000 282,000 65,000 23,000
Tota outgo 12,463,000 11,882,000 11,877,000 11,242,000
Change in fund balance (deficit) (139,000) 179,000 (146,000) 4,000
Ending fund balance $ 984,000 $ 1123000 $ 944,000 $ 1,090,000
Available reserves* $ 619,000 $ 1,103,000 $ 679,000 $ 888,100
Designated for economic uncertainties $ 300000 $ 185000 $ 379,000 $ 500,000
Undesignated fund balance $ 319000 $ 918000 $ 300,000 $ 388,100
Available reserves as a percentage
of total outgo 5.0% 9.3% 5.7% 7.9%

Total long-term debt $ 2086920 $ 2055130 $ 2256000 $ 1,972,940
Average daily attendance at P-2 2 3,455 3,430 3,420 3,372

This schedule discloses the digtrict's financia trends by displaying past years data along with current year budget
information. These financial trend disclosures are used to evaluate the district's ability to continue as a going concern for

areasonable period of time.

1

2 Excludes Adult Education ADA.
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Table3
(continued)

XY Z Unified School District
Schedule of Financia Trends and Analysis
Y ear Ended June 30, 20X X

The general fund balance has increased by $33,000 over the past two years. The fiscal year 20XX-20XX budget projects
adecrease of $139,000 (12.4%). For adigtrict of this size, the state recommends available reserves of at least 3% of tota
general fund expenditures, transfers out, and other uses (total outgo).1

The district has incurred operating deficits in one of the past three years, and anticipates incurring a operating deficit
during the 20X X-20X X fiscal year. Total long-term debt has increased by $82,190 over the past two years.

Average daily attendance has increased by 58 over the past two years. Additional growth of 25 ADA is anticipated
during fiscal year 20X X-20X X.

LA comparison of the district's available reserve level (expressed as a percentage of total outgo) with the applicable

state-recommended percentage of available reservesis required.

Available Reserve Percentages

School Districts:

Title 5, CCR, Sections 15443 and 15456 establish standards for minimum reserves. Detailed below are the standards
for available reserves.

Available reserves are not less than the following percentages as applied to total expenditures, transfers out, and uses:
The greater of 5% or $50,000 for district with 0 to 300 ADA
The greater of 4% or $50,000 for district with 301 to 1,000 ADA
3% for district with 1,001 to 30,000 ADA
2% for district with 30,001 to 400,000 ADA
1% for district with 400,001 and over ADA
County Offices of Education:

Title 5, CCR, Sections 15474 and 15483 and Education Code 1205 establish standards for minimum reserves.
Detailed below are the standards for available reserves.

Available reserves are not less than the following percentages as applied to total expenditures, transfers out, and uses:
The greater of 5% or $50,000 for counties with O to 999 ADA*
The greater of 4% or $50,000 for counties with 1,000 to 6,999 ADA*
3% for counties with 7,000 to 59,999 ADA*
2% for counties with 60,000 and over ADA*

* Grades K through 12 Average Daily Attendance.
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Table4
XYZ Unified School District
Schedule of Expenditures of Federal Awards'
Y ear Ended June 30, 20X X
Federal Pass-Through
Federal Grantor/Pass-Through CFDA Entity Identifying Federal
Grantor/Program or Cluster Title Number® Number® Expenditur%“
Federal programs:
U.S. Department of Education:
Passed through California Department of Education (CDE):
IASA Chapter 1 84.010 03064 $ 310,000
Vocational Education 84.048 03573 31,000
Migrant Education 84.011 03239 140,000
Special Education 84.027 03379 90,000
Total U.S. Department of Education 571,000
U.S. Department of Agriculture:
Passed through CDE:
National School Lunch 10.555 03755 220,000
National School Breakfast 10.553 03157 290,000
Total U.S. Department of Agriculture 510,000
Total expenditures of federal awards $ 1,081,000

The accompanying notes are an integral part of this schedule.

L Additional guidance on the schedule is provided in AICPA, SOP 98-3, which includes a discussion of the identification of
federa awards, the general presentation requirements governing the schedule, pass-through awards, noncash awards, and
endowment funds. AICPA, SOP 98-3 a so includes a discussion of the auditor’ s responsibility for reporting on the schedule.

When the CFDA number is not available, the auditee should indicate that the CFDA number is not available and include in
the schedul e the program’ s name and, if available, other identifying number.

If the funds are a pass-through from the Department of Education, the identifying number is the Program Cost Account (PCA)
number.

Circular A-133 requires that the value of federal awards expended in the form of noncash assistance, the amount of insurance
in effect during the year, and loans or loan guarantees outstanding at year end be included in either the schedule or a note to
the schedule. Although it is not required, Circular A-133 states that it is preferable to present this information in the schedule
(versus the notes to the schedule€). If the auditee presents noncash assistance in the notes to the schedule, the auditor should be
aware that such amounts must still be included in Part 111 of the data collection form.
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XY Z Unified School District
Notes to the Schedule of Expenditures of Federal Awards
For the Y ear Ended June 30, 20X X

Note 1. Basisof Presentation®

The accompanying schedule of expenditures of federal awards includes the federal grant activity of XYZ Unified
School Digtrict and is presented on the [identify basis of accounting]. The information in this schedule is presented in
accordance with the requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. Therefore, some amounts presented in this schedule may differ from amounts presented in, or used in
the preparation of, the [general-purpose or basic] financial statements.

Note2. Subrecipients’

Of the federal expenditures presented in the schedule, XY Z Unified School Digtrict provided federal awards to
subrecipients as follows:

Federa Amount Provided
Program Title CFDA Number to Subrecipients
Specia Education 84.027 $35,000

This note is included to meet the Circular A-133 requirement that the schedule include notes that describe the significant
accounting policies used in preparing the schedule.

Circular A-133 requires the schedule of expenditures of federd awards to include, to the extent practical, an identification of the
total amount provided to subrecipients from each federal program. Although this example includes the required subrecipient
information in the notes to the schedule, the information may be included on the face of the schedule as a separate column or
section, if that is preferred by the auditee.
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Table5
XYZ Unified School District
Reconciliation of Annual Financial and Budget
Report (J-200) With Audited Financial Statements
Y ear Ended June 30, 20X X
General Cafeteria
Fund Fund

June 30, 20X X, annual financial and budget report (Form J-200) fund balances
Adjustments and reclassifications:
Increasing (decreasing) the fund balance:
Accounts receivable understatement
Storesinventory adjustment to physical count
Net adjustments and reclassifications

June 30, 20X X, audited financial statement fund balances

June 30, 20X X, annual financial and budget report (Form J-200) total ligbilities
Adjustments and reclassifications:
Increase (decrease) in total liabilities:
Certificate of participation understatement
Capital leases overstatement
Net adjustments and reclassifications

June 30, 20X X, audited financia statement, general long-term debt total liabilities

$ 1,047,000 $ 37,000

60,000
2,000

60,000 2,000

$ 1,107,000 $ 39,000

General Long-Term

Debt Account Group
$ 2,000,000
55,130
55,130
$ 2,055,130

This schedule provides the information necessary to reconcile the fund balances of all funds and the total liabilities
balance of the general long-term debt account group as reported on the Form J-200 to the audited financial statements.
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XY Z Unified School District
Notes to Supplementary Information
Y ear Ended June 30, 20XX

NOTE1-

EARLY RETIREMENT INCENTIVE PROGRAM

The district has adopted an early retirement incentive program, pursuant to Education Code Sections 22714
and 44929, whereby the service credit to eligible employees is increased by two years. Eligible employees
must have five or more years of service under the State Teachers Retirement System and retire during a
period of not more than 120 days or less than 60 days from the date of the formal action taken by the

digtrict.

Retiree Information

A total of seven employees have retired in exchange for the additiona two years of service credit.

Replacement Employee

Service Retired Employee (If Applicable)

Position Vacated Age Credit Sdary Benefits Sdary Benefits

Counselor 56 19 $ 44000 $ 8800 $ 35000 $ 7,000
Teacher 62 39 45,000 9,000 25,000 5,000
Teacher 55 28 40,000 8,000 — —
Teacher 52 30 40,000 8,000 — —
Nurse 51 30 40,000 8,000 — —
Psychologist 61 32 60,000 12,000 — —
Elementary principa 66 40 70,000 14,000 55,000 11,000
Totals $ 339000 $ 67800 $ 115000 $ 23,000

Additional Costs

As aresult of this early retirement incentive program, the district expects to incur $200,000 in additional
costs. The breakdown in additional costsis presented below:

Retirement costs* $150,000
Postretirement hedth benefit costs 45,000
Administrative costs * 5,000
Total additional costs $200,000

! Retirement costsinclude interest expense, if applicable.

2 Administrative costs include the followi ng costs associated with this retirement incentive program:

(1) School digtrict's or county office of education's reimbursement of administrative costs incurred by
the State Teachers Retirement Board.

(2) School district's reimbursement of administrative costsincurred by the county office of education.

(3) County office of education's reimbursement of administrative costs incurred by the Superintendent
of Public Instruction.
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OTHER INDEPENDENT AUDITOR'S REPORTS
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SPECIAL NOTE
SAMPLE REPORTS

For Entities With M AJOR Federal Programs

The sample reports presented on the following pages are examples of reports on internal control and compliance with
laws and regulations. These sample reports are for instances when the entity administers major federal programs.

Description Page Number

1. Report on Compliance and on Internal Control Over Financial Reporting
Based on an Audit of Financial Statements Performed in Accordance

With Government Auditing Sandards A-66
2. Report on Compliance With Requirements Applicable to Each Major Program

and Internal Control Over Compliance in Accordance With OMB Circular A-133 A-68
3. Auditor's Report on State Compliance A-70
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[Letterhead of accounting firm]

Board of Trustees

XY Z Unified School District
1983 Golden Bear Avenue
Sacramento, Cdifornia 95814

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

We have audited the financial statements of XY Z Unified School District as of and for the year ended June 30, 20XX
and have issued our report thereon dated September 23, 20X X." We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial audits contained
in Government Auditing Sandards,” issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether XY Z Unified School District's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, noncompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of honcompliance that are
required to be reported under Government Auditing Sandards. **

Describe any departure from the standard report (e.g, a qualified opinion, a modification as to consistency due to change in
accounting principle, or areference to the report of other auditors, etc.).

The standards applicable to financid audits include the general, field work, and reporting standards described in Chapters 3, 4, and
5 of Governmental Auditing Standards.

See Government Auditing Standards, Chapter 5, paragraphs 5.18 and 5.19, for reporting criteria

If the auditor has issued a separate letter to management to communicate metters that do not meet the criteria for reporting in
paragraph 5.18 of Government Auditing Standards, this paragraph should be modified to include a statement such as the
following:

However, we noted certain immaterial instances of noncompliance that we have reported to management of XY Z Unified
School Digtrict in a separate letter dated September 23, 20X X. This reference to management is intended to be consistent
with Government Auditing Sandards, Chapter 5, paragraph 5.20, which indicates that communications to “top”
management should be referred to.
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Internal Control Over Financia Reporting

In planning and performing our audit, we considered XYZ Unified School District's internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting. Our consideration of the internal
control over financia reporting would not necessarily disclose al matters in the interna control that might be material
weaknesses. A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low leve the risk that misstatements in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within atimely period by employeesin
the normal course of performing their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses. °

This report is intended solely for the information and use of the audit committee, management [specify legidative or
regulatory body] and federal awarding agencies and pass-through entities® and is not intended to be and should not be
used by anyone other than these specified partie~;7

[Signature]
[Date]

® If the auditor has issued a separate |etter to management to communicate other matters involving the design and operation of the

internal control over financid reporting, this paragraph should be modified to include a statement such as the following:

However, we noted other matters involving the internal control over financial reporting that we have reported to
management of XY Z Unified School District in a separate |etter dated September 23, 20X X.

This reference is not intended to preclude the auditor from including other matters in a separate letter to management.
Furthermore, the reference to management is intended to be consistent with Government Auditing Standards, Chapter 5,
paragraph 5.28, which indicates that communications to “top” management should be referred to.
® I this report is issued for an audit that is not subject to U.S. Office of Management and Budget Circular A-133, this sentence
should be modified asfollows:

This report is intended soldly for the information and use of the audit committee, management and [ specify legidative or
regulatory body], and Federal awarding agencies and pass-through entities and is not intended to be and should not be
used by anyone other than these specified parties.

" This paragraph conforms to SAS No. 87, Redtricting the Use of an Auditors Report (AICPA, Professional Standards, vol. 1, AU
sec. 532). See SAS No. 87 for additiona guidance on restricted-use reports.
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[Letterhead of accounting firm]

Board of Trustees

XY Z Unified School District
1983 Golden Bear Avenue
Sacramento, California 95814

REPORT ON COMPLIANCE WITH REQUIREMENTSAPPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

Compliance

We have audited the compliance of XY Z Unified School District with the types of compliance reguirements described in
the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to each
of itsmajor federal programs for the year ended June 30, 20X X. XY Z Unified School Digtrict's major federal programs
areidentified in the summary of auditor's results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its major federal
programsis the responsibility of XY Z Unified School District's management. Our responsibility is to express an opinion
on XY Z Unified School District's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133, Audits of Sate, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above that
could have a direct and material effect on a major federal program occurred. An audit includes examining, on a test
basis, evidence about XY Z Unified School District's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinion. Our audit does not provide alegal determination on XY Z Unified School District's compliance with those
requirements.

In our opinion, XY Z Unified School District complied, in al materia respects, with the requirements referred to above
that are applicable to each of its mgjor federal programs for the year ended June 30, 20X X. However, the results of our
auditing procedures disclosed instances of noncompliance with those requirements that are required to be reported in
accordance with OMB Circular A-133 and that are described in the accompanying schedule of findings and questioned
costs asitems[list the reference numbers of the related findings, for example, 20X X-3 and 20X X-6].2

! The standards applicable to financid audits include the general, field work, and reporting standards described in

Chapters 3, 4, and 5 of Government Auditing Standards.

2 When there are no such instances of noncompliance identified in the schedule of findings and questioned costs, the

last sentence should be omitted.
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Internal Control Over Compliance

The management of XYZ Unified School District is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In
planning and performing our audit, we considered XY Z Unified School Digtrict's internal control over compliance with
requirements that could have a direct and materia effect on a mgjor federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal
control that might be material weaknesses. A material weakness is a condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level the risk that noncompliance with
applicable requirements of laws, regulations, contracts and grants that would be material in relation to a major federal
program being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control over compliance and its
operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the audit committee, management [specify legidative or
regulatory body], and federal awarding agencies, and pass-through entities and is not intended to be and should not be
used by anyone other than these specified parties. *

[Signature]
[Date]

% There may be instancesin which it would be appropriate to report on the schedule of expenditures of federal awardsin
this report (that is, a separate single audit package is issued). In such a circumstance, a new section should be added
immediately following this paragraph as follows:

Schedule of Expenditures of Federal Awards

We have audited the [general-purpose or basic] financia statements of Example Entity as of and for the year
ended June 30, 20XX, and have issued our report thereon dated September 23, 20XX. Our audit was
performed for the purpose of forming an opinion on the [general-purpose or basic] financial statements taken
as a whole. The accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by OMB Circular 1-133 and is not a required part of the [general-purpose or
basic] financia statements. Such information has been subjected to the auditing procedures applied in the
audit of the [general-purpose or basic] financial statements and, in our opinion, isfairly stated, in al material
respects, in relation to the [general-purpose or basic] financial statements taken asawhole.

Describe any departure from the standard report (for example, a qualified opinion, a modification as to consistency
because of a change in accounting principle, or areference to the report of other auditors).

* This paragraph conforms to SAS No. 87, Restricting the Use of an Auditors Report (AICPA, Professional Standards,
vol. 1, AU sec. 532). See SAS No. 87 for additional guidance on restricted-use reports.
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[Letterhead of accounting firm]

Board of Trustees

XY Z Unified School District
1983 Golden Bear Avenue
Sacramento, Cdifornia 95814

AUDITOR'SREPORT ON STATE COMPLIANCE

We have audited the genera purpose financia statements of the XYZ Unified School District, as of and for the year
ended June 30, 20X X and have issued our report thereon dated September 23, 20X X. Our audit was made in accordance
with auditing standards generally accepted in the United States of America; the standards applicable to financia audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States; and the State
Controller's Sandards and Procedures for Audits of California K-12 Local Educational Agencies. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

The district's management is responsible for the district's compliance with laws and regulations. In connection with the
audit referred to above, we sdlected and tested transactions and records to determine the district's compliance with the
state laws and regulations applicable to the following items:*

Procedures
In Controller's Procedures

Description Audit Guide Performed
Attendance accounting:

Attendance reporting 4 Yes

Kindergarten continuation 3 Yes

Independent study 13 No (see below)

Continuation education 11 Yes

Adult education 8 Yes

Regiona occupational center/programs 4 Not applicable

Staff development days 3 Yes

b All aress of state laws and regulations that are required to be audited as identified in Section 520 should be listed in this report. It

is assumed that required audit areas not listed were not audited, which may result in an unacceptable audit report. Any scope
limitations that prevented afull audit should be fully explained.
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Procedures

In Controller’s Procedures

Description Audit Guide Performed
Incentive for longer instructional day:

School districts 3 Yes

County offices of education 3 Not applicable
GANN limit calculation 2 Yes
Early retirement incentive program 5 Yes
Community day schools 8 Yes
Class size reduction program:

Option one classes 11 Yes

Option two classes 10 Not applicable

Option one and two classes 16 Not applicable
Program to Reduce class size in two coursesin grade 9 8 Yes
State Instructional Materials Fund
K-8 10 Yes
912 7 Yes
Schiff-Bustamante Standards-Based Instructional Materials 9 Yes
Digital High School Education Technology Grant Program 5 Yes
Cdlifornia Public SchoolsLibrary Act of 1998 4 Yes
Office of Criminal Justice Planning® — Not applicable

We did not perform testing for independent study because the independent study ADA was under the level that
requires testing.

Based on our audit, we found that, for the items tested, the XY Z Unified School District complied with the state laws
and regulations referred to above, except as described in the Findings and Recommendations section of this report.
Further, based on our examination, for items not tested, nothing came to our attention to indicate that the XYZ
Unified School District had not complied with the state laws and regulations, except as described in the Findings and
Recommendations section of this report.

This report is intended solely for the information and use of the audit committee, management, State Controller’s
Office, Department of Finance, Department of Education, and pass-through entities, and is not intended to be and
should not be used by anyone other that these specified parties. *

[Signature]
[Date]

% For LEAs that elected to have the audit of grants from the Office of Criminal Justice Planning (OCJP) included in the annual

audit, refer to Section 511 of this audit guide. However, no procedures are outlined in this audit guide.

® This paragraph conformsto SAS No. 87, Restricting the Use of an Auditors Report (AICPA, Professional Sandards, vol. 1,
AU sec.532). See SAS No. 87 for additional guidance on restricted-use reports.
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SPECIAL NOTE
SAMPLE REPORTS

For Entities That DO NOT Have a Single Audit Performed

The sample reports referenced below are examples of reports on internal control and compliance with laws and
regulations. These sample reports are for instances in which the entity is not required to have a single audit performed.

Description Page Number
1. Report on Compliance and on Internal Control Over Financial
Reporting Based on an Audit of Financial Statements Performed

in Accordance with Government Auditing Sandards A-66

2. Auditor's Report on State Compliance A-70
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FINDINGS AND RECOMMENDATIONS SECTION
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XYZ Unified School District
Schedule of Audit Findings' and Questioned Costs
Y ear Ended June 30, 20X X

Section |— Summary of Auditor's Results

Financial Satements

Type of auditor's report issued: [unqualified, qualified, adverse, disclaimer]
Internal control over financial reporting:
Material weakness(es) identified? Yes No
Reporting condition(s) identified not considered
to be material weaknesses? Yes None reported
Noncompliance materia to financial statements noted? Yes No
Federal Awards

Internal control over mgjor programs:

Material weskness(es) identified? Yes No
Reporting condition(s) identified not considered
to be material weaknesses? Yes None reported

Type of auditor's report issued on compliance for
major programs. [unqualified, qualified, adverse, disclaimer] 2

Any audit findings disclosed that are required to be
reported in accordance with Circular A-133,
Section .510(a) Yes No

! All audit findings must be identified as one or more of the followi ng Six categories:

Five Digit Code AB 3627 Finding Types
10000 Attendance

20000 Inventory of Equipment
30000 Internal Control

40000 State Compliance
50000 Federal Compliance
60000 Miscellaneous

2 |f the audit report for one or more major programs is other than unqualified, indicate the type of report issued for

each program. For example, if the audit report on major program compliance for an LEA with five major programs
includes an unqualified opinion for three of the programs, a qualified opinion for one program, and a disclaimer of
opinion for one program, the response to this question could be asfollows:

Unqualified for all major programs except for [ Name of Program], which was qualified and [ Name
of Program], which was a disclaimer.
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Section | — Summary of Auditor's Results (continued)
| dentification of major programs3

CFDA Number(s) 4 Name of Federal Program or Clugter °®

Dollar threshold used to distinguish between Type A
and Type B programs: $

Auditee qualified as low-risk auditee? Yes None reported

Sate Awards

Internal control over state programs:

Material weskness(es) identified? Yes No
Reporting condition(s) identified not considered
to be material weaknesses? Yes None reported

Type of auditor's report issued on compliance for
state programs: [unqualified, qualified, adverse, disclaimer]

Generally, mgjor programs should be identified in the same order as reported on the schedul e of expenditures of federal awards.
When the CFDA number is not available, include other identifying number, if applicable.

The name of the federal program or cluster should be the same as that listed in the schedule of expenditures of federal awards. For
clusters, auditors are required to list only the name of the cluster and not each individual program within the cluster.
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Section |11 — Financial Statement Findings

This section identifies the reportable conditions, material weaknesses, and instances of noncompliance related to the
financial statements that are required to be reported in accordance with paragraphs 5.18 through 5.20 of Government
Auditing Sandards. Auditors should refer to those paragraphs, as well as the report contents section of Chapter 7 of
Government Auditing Standards for additiona guidance on preparing this section of the schedule.

Identify each finding with a reference number.® If there are no findings, state that no matters were reported. Audit
findings that relate to both the financial statements and federal awards should be reported in both Section Il and
Section I11. However, the reporting in one section may be in summary form with a reference to a detailed reporting in
the other section of the schedule. For example, a material weaknessin internal control that affects an entity as a whole,
including its federal awards, would generally be reported in detail in this section. Section 111 would then include a
summary identification of the finding and a reference back to the specific finding in this section. Each finding should be
presented in the following level of detail, as applicable:

Criteria or specific requirement
Condition

Questioned costs

Context

Effect

Cause

Recommendation
LEA’sresponse 8

& A suggested format for assigning reference numbers is to use the last two digits of the fiscal year being audited followed by a

numeric sequence of findings. For example, findings identified and reported in the audit of fiscal year 20X X would be assigned a
reference number of 20XX-1, 20XX-2, etc.

Provide sufficient information for judging the prevalence and consequences of the finding, such as relation to universe of costs
and/or number of items examined and quantification of audit findingsin dollars.

See paragraphs 5.18 through 5.20 and 7.38 through 7.42 of Government Auditing Standards for additional guidance on reporting
management's response.
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Section |11 — Federal Award Findings and Questioned Costs

This section identifies the audit findings required to be reported by Circular A-133, Section .510(a) (e.g., reportable
conditions, material weaknesses, and instances of honcompliance, including questioned costs). Where practical, findings
should be organized by federal agency or pass-through entity.

Identify each finding with a reference number.® If there are no fi ndings, state that no matters were reported. Audit
findings that relate to both the financial statements and federal awards should be reported in both Section |1 and
Section 111. However, the reporting in one section may be in summary form with a reference to a detailed reporting in
the other section of the schedule. For example, a finding of noncompliance with a federal program law that is also
material to the financial statementswould generally be reported in detail in this section. Section 11 would then include a
summary identification of the findings and a reference back to the specific finding in this section. Each finding should
be presented in the following level of detail, as applicable:

Federa program information 10

Criteria or specific requirement (including statutory, regulatory, or other citation)
Condition

Questioned costs

Context ™

Effect

Cause

Recommendation

LEA’sresponse “

Section 1V — State Award Findings and Questioned Costs

This section identifies the audit findings pertaining to noncompliance with state program rules and regulations. Please
follow the same reporting format as established in Sections |1 and I11 above.

° A suggested format for assigning reference numbers is to use the last two digits of the fiscal year being audited followed by a

numeric sequence of findings. For example, findings identified and reported in the audit of fiscal year 20XX would be assigned a
reference number of 20X X-3, 20X X-4, &tc.
% Provide federal program (CFDA number and title) and agency, federal award number and year, and name of pass-through entity,
if applicable. When this information is not available, the auditor should provide the best information available to describe the
federa award.

™ Include facts that support the deficiency identified in the audit finding.

Identify questioned costs as required by Circular A-133, Section .510(a)(3) and .510(8)(4).

B Provide sufficient information for judging the prevalence and consequences of the finding, such as relation to universe of costs

and/or number of items examined and quantification of audit findingsin dollars.

¥ Provide LEA's response when management does not agree with the finding and/or questioned cost, to the extent practical.
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XYZ Unified School District
Summary Schedule of Prior Audit Findings
Y ear Ended June 30, 20XX

District Explanation

Finding/Recommendation Current Status If Not Implemented
1. Accounts receivable hilling invoices are not prenumbered.  Implemented

The digtrict should use prenumbered invoices and maintain a

control log.
2. Bank reconciliations were not performed on amonthly basis.  Implemented

The didtrict should ensure that bank reconciliations are
performed monthly.

3. The digtrict did not maintain appropriate records for fixed
assets. The district should do the following:

« Perform regular physical inventory location counts to
verify the existence and location of al the district's
fixed assets.

+ Require inventory tags on al equipment. If the
equipment was purchased with restricted funds (i.e.,
federal funds), the tags should indicate the funding
source.

« Require al inventory tag documents to be sent to a
central location (purchasing department).

Student Body Funds XY Z High Schoal:

4. A ligting of inventory on hand at the close of the fiscal year
for the student store was not available. Periodic inventories
should be made at the student store and compared to other
financia records to identify any shortages.

Not implemented The digtrict is currently in the
process of developing a plan

to implement this
recommendation (see current
year Finding 3).

Implemented

NOTE: The summary schedule shall include the status of all audit findings from the prior year's schedule of findings and
questioned costs. Also, it should include audit findings reported in the prior year's summary schedule of prior audit
findings except for corrected findings and/or findings no longer valid or not warranting further action.
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Appendix B

Mailing Address

State Controller's Office

Division of Audits

School Didtrict Audits

Post Office Box 942850
Sacramento, California 94250-5874
Telephone: (916) 322-4846

California Department of Education
School Fiscal Services Division
Fiscal Policy Office

1430 N Street, Suite 3800
Sacramento, CA 95814
Telephone: (916) 322-3024

Federal Audit Clearinghouse
Bureau of the Census

1201 E. 10th Street
Jeffersonville, Indiana 47132

AGENCY ADDRESSES

or

Private Carrier Delivery

State Controller's Office
Division of Audits

School Didtrict Audits

300 Capitol Mall, Fifth Floor
Sacramento, Cdlifornia 95814

Kathleen Connéll « California State Controller  B-3



SINGLE AUDIT REPORT SUBMISSION TRANSMITTAL
U.S. DEPARTMENT OF EDUCATION

Auditee Name:

Auditee Address:

Auditee Contact:

Telephone:

Audit Period:

Auditor Name:

Attached are two copies of the Single Audit Report, management letter, and corrective action plan. The copies are being
submitted to satisfy the report submission requirements for the U.S. Department of Education.
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Appendix C

State Controller's Office

Division of Audits

School Didtrict Audits

Post Office Box 942850
Sacramento, California 94250-5874
Telephone: (916) 445-7886

California Department of Education
Publications Division

Post Office Box 944272
Sacramento California 94244-2720
Telephone: (916) 445-7608

California Department of Education
Curriculum & Ingtructional Leadership Branch
721 Capitol Mall, Room 544

Sacramento, Cadlifornia 95814

Telephone: (916) 657-3043

Bancroft-Whitney Company

Post Office Box 7005

San Francisco, California 94120-7005
Telephone: (415) 929-3500

Barclays Law Publishers

Post Office Box 3066

South San Francisco, California 94083
Telephone: (415) 244-6611

Governmental Accounting Standards Board
Post Office Box 5116
Norwalk, Connecticut 06856-5116

BIBLIOGRAPHY

American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, New York 10036-8775

U.S. Government Printing Office
Superintendent of Documents
Washington, D.C. 20402-9325
Telephone: (202) 512-1800

Government Finance Officers Association
180 North Michigan Avenue, Suite 800
Chicago, Illinois 60601-7476

Telephone: (312) 977-9700

Standards and Procedures for Audits of
CaliforniaK-12 Local Educational Agencies

Cadlifornia School Accounting Manual

Accounting Procedures for Student Organizations

Attendance Accounting and Reporting in California Public Schools
Independent Study Operations Manual

California Department of Education Program Advisories

Deering's California Codes—Education

California Code of Regulations, Title5

Codification of Governmental Accounting and
Financial Reporting Standards
Governmenta Accounting Standards Board (GASB) Statements

Audits of State and Local Governmental Units

Government Auditing Standards Stock #020-000-00-265-4
Federal Compliance Supplement (Specify Stock #041-001-00294-4)

Governmental Accounting, Auditing and Financial Reporting
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State Controller’s Office
Division of Audits
Post Office Box 942850
Sacramento, California 94250-5874

http://www.sco.ca.gov
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